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Brunch of the airship 
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Oskar Lafontaine 
German opposition leader 
looks to the US model 
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Delta Air Lines 
Former banker’s view 
from the flightdeck 
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Drive for technology 
boosts global spending 
Survey: Pages 11-13 
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European official IMF likely to release 
^dampens hopes of delayed $670m loan 
early EU entry by to help ailing 

eastern states Russian economy 


Countries planning to join the 
European Union should not expect 
entry negotiations to be quick or 
easy.' the European Commission's 
top negotiator warned, dampening 
topes voiced in countries that 
indude Hungary, Poland and toe 
Czech Republic that they might be 
ready to join in 2002. 

Plage 3 

French raise minimum wage 
The French government raised toe 
minimum wage by 2 per cent, half 
a per cent more than required by a 
law Jinking such rises to Inflation. 
Page 2 

Roa* wffl be among top kfflere 

Traffic accidents will be toe third 
gjargest cause of death and disabil- 
ity by 2020, the Internationa] Fed- 
eration of Red Cross and Red 
Crescent Societies said. Page 8 

IB to taget chad-support dodgers 

Resident Clinton signed legislation 
that makes it a federal felony to 
cross state lines to avoid child- 
support payments. 

Deutsche Bahn sued over crash 

A lawyer has sued Deutsche Bahn 
for manslaughter in a high-speed 
train crash that killed 100 people, 
all egi n g toe German rail company 
knew the wheels on the train 
model were unsafe. 

Envoy meets Kosovo guerrillas 

US envoy Richard Holbrooke met 
armed and uniformed ethnic 
Albanian members of the Kosovo 
Uberation Army in the first such 
Resting by a US official 

Baton flights hit by strike 
Air traffic throughout Italy was par- 
alysed as ground staff at Rome 
and. Milan's main international air- 
ports struck for four hours. 

BTssabassadois bead for Timor 
Three European Union ambassa- 
dors are to visit East Timor on Sat- 
urriay.aa residents of the Indone- 
sian territory plan fresh protests to 
cternarri todopentfenoa. Troops 
block march. Page 6 

Pakistan adages Kashmir kflUngs 
Pakistan said Indian troops fired 
across a UN-monttored control line 
In Kashmir, kflflng two civilians and 
wounding 13. 

IKrigaato thaw with tfigeria 

fcjjsh Prime Minister Tony Bte*r 
ended a.dlptomatic freeze on 
Nigeria by telephoning the 
country's new leader General 
Abdulsaiam Abubakar to say he 
was sending a minister for talks. 
Pages 

Israel prepares exchange of bodies 
Israel Is to exhume the bodies of 
Lebanese guerrillas Wife d in south 
Lebanon in preparation for a swap 
for toe remains of an Israeli sokfier, 
security sources said. 

Fanner fights genetic testing 
An organic farmer from Devon, 
England, is attempting to take toe 
UK government to court over a trial 
of genetically modified maize tak- 
ing place next to his farm. Page 11 

%ra ssw a overland mines 

Britain said countries such as 
China and Russia that have ncrt 
signed an international convention 
banning the use of land mines 
should be pressed not to sell them. 

•fiotfs banker 5 to be exhumed 
An Italian judge has ordered the 
exhumation of the body of Vatican 
financier Roberto Calvi to help 
determine If toe man known as 
“God's banker" was murdered or 

committed suicide by hangir® from 
a London bridge in 1982. 
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AT&T in $45.5bn deal to buy TCI 


By Rfctord waters in Ha* Yort Move will give direct cable access to millions of US homes 


The International Monetary Fund is 
expected to release a staffed 
$67 0m loan to Russia, handing the 
Kremlin a Bfeflne (n tts struggle to 
keep toe country's fragile market 
eoonomy afloat Page 18; Russian 
banks tremble, Page 20 

Tire Asian financial crisis bit deeper 
into the US manufacturing sector 
last month, as orders for durable 
goods dropped by 2.6 per cent In 
May from the previous month, their 
largest monthly decline this year. 
Page 18; Foreign bank outcry. 
Page 4; US seeks action. Page 5 

Prion, Nokia, Ericsson and 
Motorola are to form a Joint ven- 
ture to develop a new generation 
of wireless communications using 
Prion’s computer operating sys- 
tem. Page 19; Lex, Page 18 

Tefeftintca, Spanish telecoms 
operator, has targeted Brazil for 
further expansion following its 
takeover of control of regional 
operator CRT last week. Page 19 

GPT, toe joint venture between toe 
General Electric Company and Sie- 
mens. saw ah end to debate about 
its future when GEC struck a 
£700m ($lJ2bn) deal to buy its 
German partner’s 40 per cent 
stake. Page 19; Lex, Rage 18; 

Norddeufsche Affineria. toe big 
German copper producer, will raise 
up to DM686m ($370 m) in a public 
share offering by its existing share- 
holders, who are cutting their 
stakes to a combined maximum of 
30 per cent Page 2D 

Commerzbank, the German bank 
which has been toe subject of 
takeover speculation, is holding 
talks which could lead to it buying 
a majority stake in state-owned 
Postbank for DM3 bn. Page 19 

VA Stahl, Austria's biggest steel 
company, is posed to win control 
of VAE, one of toe world’s leafing, 
makers of railway points and sig- 
nalling equipment Page 20 

Vendex, Dutch retailing and 
services group, today sheds Its 
remaining 79.9 per cent holding in 
Vedior, its temporary employment 
agency. Page 20 

Philippine AHnes,toe effing flag 
carrier seeking debt relief, said it 
planned to raise $1.5bn from the 
sale and termination of leases on 
40 aircraft The proceeds will be 
used to help pay debt Page 22 

Foster’s Brewing Group sew Its 
shares rise 7.7 per ‘cent on the 
news that toe Australian -based 
brewer sold its Canadian brewing 
interests to The Molson Companies 
for ASI.libn (US5678ro). Pago 22 

Hobterbank, toe world's biggest 
cement producer, fa paying $29m 
to buy control of Tenggara 
Cement, a leading Malaysian 
cement producer. Page 20 

KPMG and Arthur Andersen, 
accountancy companies, have won 
licences to operate In Azerbaijan. 
Page 2 

Eaton Corporation, US components 
and controls manufacturer, warned 
that its profits could decline tote 
year because of an anticipated 
$40m-plus loss at its semiconduc- 
tor equipment business. Page 25 

Euro Prices 

A comprehensive statistical gride to the 
new sum currency zona, covering tendon 
exchange, bond and eqdty markets. 

Page 27 . 


AT&T, the largest US 
telecommunications group, is to 
acquire Telecommunications Inc, 
the country’s biggest cable televi- 
sion company, it announced yes- 
terday. The deal will create the 
first company able to sell com- 
munications and eTr terteirmtgn t. 
services, ranging from cable tele- 
vision and internet access to 
long-distance telephone service, 
to miTifntm of Americans. 

It is the latest in a series of 
takeovers in the US communica- 
tions industry, prompted by rapid 
technological change grt ri deregu- 
lation set in train two years ago. 
AT&T has already acquired Tele- 


port for $ll.3bn this year and 
recently made an Informal over- 
ture to buy America Online for 
more than $30bn. an offer that 
was rebuffed. 

The deal valued TCTs stock at 
around $29bn yesterday after- 
noon, following a 7 per cent slide 
in AT&T’s shares, which are 
being used as the currency for 
the deaL That represents a pre- 
mium of 22 per cent over TCTs 
share price before the move was 
announced. AT&T will also 
assume $llbn of TCTs debt and 
pay $5.5bn for some of TCTs 
other interests, lifting the total 
value of the deal to $45£bn. 



Opec agrees to cut 
daily output of oil 
by 1.36m barrels 


By Robert Corzfae In Vienna 

Minister s from the Organisation 
of Petroleum Exporting countries 
last night approved a cut in out- 
put that would shave about 1.36m 
barrels a day from Opec’s output 
of about as gm b/d. 

The cots, which include those 
promised by Saudi Arabia and 
Venezuela after a recent meeting 
with Mexico in Amsterdam, are 
the latest response by the export- 
ers’ group to deteriorating oil 
demand and record world crude 
stocks as a result of the economic 
turmoil in Asia. 

It takes the total cute in Opec 
output since last February to 
2.6m b/d. 

The meeting was marred by 
last-minute wrangling over the 
level of cuts to be made by Iran, 
which some Opec members said 
did not take part in the original 
reductions in March. Iran is *aM 
to have guaranteed it would 
make Cuts this time 

The 1 eve} of cuts may disap- 
point same tr a ders and oil indus- 
try analysts, who had hoped for 
more dramatic action from 
Opec’s 12 member states, all of 
which have been hit by sharp 
declines in ofl revenues this year. 

On the International Petroleum 
Exchange in London, August- 
dated Brent crude lost 19 cents in 
late trading to reach $13.73 a bar- 
rel. The 1997 average price was 
$1930. 

One Gulf Arab delegate yester- 
day accepted that the initial mar- 


OB prices faH, Page 30 


Jospin forces EdF 
chiefs to step down 


By Robert Graham in Paris 

Lionel Jospin, the French prime 
minister, has farced the resigna- 
tion of Edmond Alphand&ry, the 
chairman of Electricity de 
France, the state electricity 
monopoly, along with chief exec- 
utive Pierre Daures, in a bid to 
stop a debilitating squabble 
between the senior executives. 

If left unresolved, the confron- 
tation would have seriously com- 
promised EdFs preparations for 
the liberalisation of the EU 
energy market, due next year. 

Although both men formally 
banned in their resignations, gov- 
ernment officials made it clear 
they had been made to leave EdF, 
having failed to establish a 
proper working relationship, and 
after allowing their differences to 
spill over into the press. 

A brief note from yesterday’s 
weekly cabinet meeti n g said 
replacements would be named 
next week. 

The row has centred on 
attempts by Mr Alphand&y - an 
outsider - to Impose bis author- 
ity on France’s most powerful 
public sector utility. EdFs strong 
in-house culture has traditionally 
been shielded by a mass of regu- 
lations, 

Mr Alphand&ry, a former 
finance minister under the con- 
servative Ballad ur government, 
was appointed in 1995 to shake 
up EdF and prepare the utility 
for the opening up of the electric- 
ity market in 1999. 


But he said in an interview yes- 
terday: “Is it normal that a busi- 
ness with a FFri90bn ($32bn) 
turnover, employing 117,000 
people, is run by someone who is 
unable to appoint his own chief 
executive?" 

In 1996, he tried to replace 
existing staff and bnfld his own 
management His attempt failed, 
running up against statutes 
which placed responsibility for 
appointing the chief executive in 
the hands of the government 

Against his will, the then 
Juppd government imposed a 
long-time EdF manager, Mr 
Daurte, as chief executive in Sep- 
tember 1996, which led to a 
mounting guerrilla war between 
an increasingly isolated Mr 
Alphand&ry and many of the 
58 senior EdF staff. 

By forcing the departure of 
both men, the prime minister has 
been anxious not to take sides 
and to clear the decks for a new- 
comer. 

Mr Alphand&ry said he would 
take on the chairmanship of 

Caisse Nationale de Pr&voyance, 
the state-controlled life assurance 
group. He apparently turned 
down the offer of becoming 
French ambassador to the Organ- 
isation for Economic Co-opera- 
tion and Development 

Mr Daur&s has been offered no 
such sweetener. 

The next fhairman is expected 
to be Francois Roussely. who is 
currently running the defence 
minister's office. 
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The acquisition would give 
AT&T direct access through 
TCTs cables to 10.5m homes in 
the US, and to another 10m via 
affiliated cable companies. That 
network would be used to deliver 
AT&T's long-distance telephone 
services, the company said. It 
would also enable it to take its 
first steps into the residential 
market for local calls. 

Michael Armstrong, AT&T’s 
chairman «tinr*» late last year, has 
abandoned the group’s strategy 
of relying on the existing net- 
works of local communications 
carriers - the Baby Bells. He said 
the company wanted its own 




infrastructure to gain control 
over the quality of its services, 
avoid paying fees to other 
carriers and keep control of all 
its costs. 

TCTs networks and those of its 
affiliates are capable of reaching 
33m homes - a third of the total 
- the two companies said. AT&T 
plans to reach the other two- 
thirds by franchising its service 
to other camera or through part- 
nerships with other cable televi- 
sion companies. 

Antitrust experts said the 
acquisition was unlikely to cause 
concern among regulators. Offer- 
ing telephone services through a 


cable television network would 
give most telephone users their 
first alternative to the Baby 
Bells. 

AT&T said it would issue D.7757 
of a share for each of TCTs class 
A shares, and 0.8533 of a share 
for each class B share. AT&T's 
shares slipped S4& yesterday 
morning in New York to $60ft on 
concerns about the price it was 
paying. TCTs A shares rose $3 to 
$4111. while its B shares climbed 
$71i to $45».. 

Ma Bell on the oflec s hre, Page 16 
Editorial Comment, Page 17 
Lex, Page 18 
Complex deal, Page 24 
Observer, Page 17 
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ket reaction might be negative. 
But he insisted that reducing 
actual Opec output to less than 
27m b/d would result in higher 
prices this summer. “We will see 
the actual impact on prices by 
the end of July or August,” he 
predicted. 

Over the past six months world 
oil inventories have grown by 
about L5m b/d, due mainly to a 
combination of recession in much 
of Asia, a warm northern winter 
and higher Opec output. The 
overhang has depressed crude 
prices, which last week briefly 
hit 12-year lows. Opec officials 
believe a reduction of l-2m b/d or 
more will start to erode the 
excess stocks in the third quar- 
ter, whh the process accelerating 
in the fourth. 

Several oil analysts agreed yes- 
terday that a true Opec cut to the 
agreed level would probably trig- 
ger at; stock drawdown in -the 
third quarter. But Roger Diwan 
of the Petroleum Finance Com- 
pany in Washington said such a 
move would be reactive, and 
would probably only push prices 
up to $15-$16 a barrel for West 
Texas Intermediate, the US , 
benchmark, and $14415 a barrel | 
for Brent Blend, the UK’s bell- 
wether. 

Some analysts thought Saudi 
Arabia was reluctant to take 
more drastic steps to curb output 
until the status of Iraq was clari- 
fied this year. 
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N Ireland to elect assembly 


By Jbnray Brass En Belfast 

The people of Northern Ireland 
go to the polls today to elect rep- 
resentatives to the assembly that, 
it is hoped, will advance the pro- 
cess of reconciliation in the long- 
troubled province. 

The start of the 1 06-seat assem- 
bly wiB bring an end to 26 years 
of direct rule from London. 

The four-week election cam- 
paign, yesterday, overshadowed 
by news at a bomb attack by dis- 
sident republicans, was domi- 
nated by continued unionist con- 
cerns over the refusal of the IRA. 
which is observing a ceasefire, to 
decommission its weapons. 

A total of L2m people are enti- 
tled to vote in the 18 six-seat con- 
stituencies. Last month 71 per 


cent of the electorate voted in the 
referendum in favour of the Good 
Friday agreement, which paved 
the way for an ambitious package 
of constitutional and institu- 
tional changes aimed at ending 
decades of sectarian violence. 

Today’s poll is being conducted 
by single transferable vote to 
ensure a fair allocation of seats 
between the Protestant and Cath- 
olic communities. 

The assembly will have legisla- 
tive powers over up to 10 govern- 
ment departments including eco- 
nomic development and health, 
education and housing. Taxation 
and security will stay with cen- 
tral gove rnmen t. 

An Ulster Unionist Party offi- 
cial last night predicted his 
party, led by David Trimble, 


would win up to 31 seats. This is 
likely to make the UUP the larg- 
est in the assembly ahead of the 
moderate Nationalist Social Dem- 
ocratic and Labour party swing 
the way for Mr Trimble's appoint- 
ment as first minister. 

Both parties hope to limit the 
number of seats won by the Dem- 
ocratic Unionist party of lan Pais- 
ley. which has promised to 
thwart tiie power sharing admin- 
istration and block cooperation 
between Northern Ireland and 
the Irish Republic. 

Local politicians, united in the 
claim that this was the most 
important election ever, yester- 
day appealed to supporters to 
vote. Strategists are expecting a 
turn out lower than the 80 per 
cent in last month’s referendum. 
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Holbrooke meets the Kosovo fighters 


By Gay Dtamore 
in Jumk, Serbia 


Richard Holbrooke yesterday 
crossed the battle-lines into 
rebel-held territory in Serb- 
ia's disputed province of 
Kosovo where be met for the 
first time a commander of 
the separatist Kosovo Liber- 
ation Army (KLA). 

Leaving his Serbian police 
escort at the front line, the 
US troubleshooter drove into 
the village of Junik, dose to 
the border with Albania, 
where he was greeted by 
Lum Haxhiu. a political com- 
mander of the KLA. 

Mr Holbrooke, accompan- 
ied by two US ambassadors 
and members of the Kosovo 
Albanian negotiating team, 
held about 50 minutes or 

Stricter 
EU rules 
on mergers 
due soon 

By Saner Jikmdar in Brussels 

The European Commission 
is to apply stricter deadlines 
on Investigations into merg- 
ers, once the proposed $37bn 
deal between WorldCom and 
MCI. the US telecommunica- 
tions companies, is out of 
the way. 

The tighter deadlines will 
be a combination of new 
rules and stricter application 
of existing ones. They will 
become effective on July 8, 
after the Commission's for- 
mal approval of the World- 
Com/MCI merger. 

“The new rules were there, 
but they have not been 
applied because this case 
was pending." said a Com- 
mission official. 

Karel Van Miert, the com- 
petition commissioner, 
decided this week to approve 
the merger alter the compa- 
nies made last-minute con- 
cessions to ensure competi- 
tion in the internet business 
is not distorted. Last week, a 
committee of competition 
experts from the 15 Euro- 
pean Union states recom- 
mended the deal be cleared. 

“The decision will be con- 
ditional on written undertak- 
ings by the companies," the 
official said. 

The Commission refused 
to reveal the content of the 
latest proposals, which are 
believed to include the sale 
of MCTs retail internet busi- 
ness as well as the wholesale 
enterprises which the com- 
pany had already agreed to 
sell to Cable and Wireless of 
the UK. MCI is also believed 
(o have agreed to turn down 
new business from custom- 
ers of these enterprises. 

After July 8, companies 
involved in preliminary one- 
month investigations will be 
allowed to change the terms 
of the deal only during the 
first three weeks. Mr Van 
Miert has the right to extend 
deadlines, and has done so 
on several occasions when 
companies showed willing- 
ness to allay his concerns. 

An existing rule prevent- 
ing changes during the last 
month of an in-depth four- 
month investigation will 
also be applied more strictly 
from next month. Deroga- 
tions have become common- 
place since last year's inves- 
tigation into the merger of 
Boeing and McDonnell Doug- 
las. the US aerospace groups, 
when a large number of 
changes were introduced in 
the final week before the 
deadline. 

"The Commission will 
take a full month to do its 
job,” the official said. “It will 
not accept proposals after 
the deadline 
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talks with Mr Haxhiu. who 
was wearing ramnnfiag p uni- 
form and carrying an auto- 
matic rifle. Clusters of eth- 
nic Albanian rebels guarded 
the area. 

“This is not an official 
meeting but a fact-finding 
mission,” said Mr Holbrooke, 
who has embarked on 
another round of shuttle 
diplomacy in an effort to pre- 
vent the conflict in Kosovo 
from spreading. 

Mr Holbrooke, who met 
the Yugoslav president. 
Slobodan Milosevic, in Bel- 
grade on Tuesday, said his 
immediate aim was to try to 
bring about a ceasefire and a 
withdrawal to barracks, or 
from Kosovo, of Serbian spe- 
cial police units which have 
been attacking ethnic Alba- 


nian vfllagps 

“This can't be achieved in 
the next few days.** Mr Hol- 
brooke said. “Events an the 
ground have been moving 
fester than the political pro- 
cess... but it's not too late 
to avoid a larger, general 
war. Tm not saying wa are 
certain we will succeed but 
we will give it our best 
shot" 

The US envoy drew com- 
parisons with the situation 
in Bosnia during the early 
days of the 1992-95 civil war 
but said that this time the 
international community 
was actively engaged in 
diplomacy backed by the 
threat of force. “Nato plan- 
ning goes on and is getting 
mare focused.” he added. 

Diplomats said, however. 


tha t the likelihood of Nato 
interv ening soon was reced- 
ing so long as Mr Milosevic 
prevented his security forces 
from pursuing operations in 
the area. More than 60,000 
ethnic Albanians have fled 
their h mnes this month. 

After surveying the scene 
of devastation in the border 
town of Decane, Mr Hol- 
brooke commented: “1 think 
the Serbs should get out of 
here t)ip original inhab- 
itants come back and get 
help In rebuilding their 
homes.” 

Mr Holbrooke has secured 
an agreement from Mr Milos- 
evic to allow observers from 
the Contact Group - the US, 
Britain, Prance. Germany, 
Italy and Russia - to set up 
a mission in Kosovo. 


US officials now recognise 
the need to make contact 
with the KLA to try to aid 
the hostilities. Negotiations 
so fer have been mmftnpd to 
Kosovo Albanian political 
leaders, such as Ibrahim 
Rtzgova, who has no control 
over the rebels and whose 
own a on -violent campaign 
for an Independent Kosovo 
has been rejected by the mil- 
itant KLA. The top leader- 
ship of the KLA, which Mr 
Holbrooke called “an amor- 
phous organisation”, is 
unknown. 

Mr bfilosevic has rejected 
demands by the US and its 
European allies to withdraw 
his special police forces, 
until the KLA makes a. simi- 
lar commitment The rebels 
have cut the main east- west 


highway in central Kosovo 
and have be gun harrying the 
army’s main north-south 
supply route as wdL 
■ Mr Haxhiu said he wel- 
comed Mr Holbrooke to 
Junik and hoped that his 
visit would influence the US 
and Nato to “stop Serbian 
aggression hi .Kosovo'’. But 
he criticised his guest for 
not speaking about the need 
for “freedom” for Kosovo’s 
ethnic AThflwitm majority. 

The international commu- 
nity has rejected the Kosovo 
Albanians' demands for 
independence, saying that to 
redraw borders in Yugo- 
slavia would Jeopardise the 
fragile peace in Bosnia and 
destabilise neighbouring 
Macedonia, which has a 
large Albanian minority. 


West urges moderation on Albanians 


By David Buchan, 

Diplomatic Editor, is London 

The west yesterday stepped 
up diplomatic pressure on 
moderate Kosovar Albanians 
to settle for autonomy 
within Serbia, as the coun- 
terpart to its warning to 
President Slobodan Milos- 
evic to stop Serbian repres- 
sion in Kosovo. 

Western moves to try to 
influence and moderate the 
Albanian majority in Kosovo 
coincided with signs that 
fi ghting in the Balkan prov- 
ince may be waning. 


The UK Foreign Office 
spokesman said yesterday 
there appeared to be “a a 
gradual lessening of violence 
an the part of the Serb secu- 
rity forces”. He claimed this 
as “a measure of success" 
for international pressure on 
the Yugoslav president, but 
cautioned “we don't know 
bow long It will last”. 

Javier Solana. Nato sec- 
retary-general, told Ibrahim 
Rugova, the moderate ethnic 
Albanian leader, that inde- 
pendence for Kosovo, even 
by negotiation rather than 
by war. was oat of the ques- 


tion because it would desta- 
bilise the Balkans. But Mr 
Rugova insisted at a press 
conference in Brussels that 
Kosovo had a right to inde- 
pendence “because It Is part 
of a country tha t has dis- 
solved”. 

The diplomatic stand-off is 
likely to be repeated later 
today in Bonn where Mr 
Rogova will hold discussions 
with offifiaTs of the six-na- 
tion Contact Group . 

At the same time. Western 
governments are displaying 
Increasing schizophrenia 
towards the Kosovo Libera- 


tion Army (KLA), whose 
armed struggle is proving 
more popular among -Koso- 
vars than Mr Rogova’s pacif- 
icism. 

Yesterday, Richard Hol- 
brooke. the US envoy, 
became the first western dip- 
lomat to meet publicly with 
uniformed KLA guerrillas 
during his tour yesterday of 
western Kosovo. This was 
not, however, taken as 
endorsement, but rather, 
according to a European dip- 
lomat, of “our need to find 
out more about the KLA and 
what precisely they want”. 


Russia, whose approval or 
acquiescence would be 
needed for an United 
Nations Security Council 
resolution authorising Nato 
ah- strikes against Mr Milos- 
evic, has been urging its 
Western partners in the Con- 
tact Group to rein in the 
Albanians as the quid pro 
quo for using its influence 
with its fellow Slavs in Bel- 
grade. Kosovo topped the 
agenda of a meeting between 
Yevgeni Primakov, the Rus- 
sian foreign minister, and 
EU foreign ministers in Lon- 
don last night. 


SPD’s leftwing 
firebrand flies a 
Blairite banner 

Oskar Lafontaine tells Peter Norman and 
Andrew Gowers that his policy models 
can be found in Washington and London 


W hen Oskar Lafontaine 
became leader of Ger- 
many’s opposition 
Social Democratic party he 
sent a tremor through the 
nation’s boardrooms by 
declaring the SPD to be a 
“leftwing party”. 

Two and a half years later, 
with his party comfortably 
ahead of Chancellor Helmut 
Kohl’s Christian Democrats 
in the opinion polls and Mr 
Lafontaine responsible for 
financial and European poli- 
cies in the SPD’s “election 
team", the former leftwing 
firebrand and failed chancel- 
lor candidate has adopted a 
different tone. 

The SPD leader cites the 
economic policies of Presi- 
dent Bill Clinton as a model 
when outlining the pro- 
gramme to be pursued by a 
SPD-led government under 
Gerhard SchrQder, candidate 
for chancellor, after the Sep- 
tember 27 general election. 
Interviewed in an austere 
office out of character with 
his puckish sense of 
humour. Mr Lafontaine 
describes changes such as 
the minimum wage and 
higher spending on health 
and schools brought in by 
Tony Blair. UK prime minis- 
ter. as "classic SPD policies". 

But although Mr Lafon- 
taino’s left appears to have 
moved to the centre, the 
SPD's economic programme 
would differ significantly 
from that of Mr Kohl's cen- 
tre-right coalition. "Left,” Mr 
Lafontaine explains, “relates 
to the possibilities open to 
the individual; to his or her 
freedom”. While proriding 
“an opportunity for people to 


arrange their own lives”, 
freedom also "requires social 
and material support. Unem- 
ployment or poverty is not 
freedom." 

This mpang moving poli- 
cies "back towards more 
social justice, more equality 
of opportunity, more jobs, 
more opportunities for 
people to bold the productive 
capital of society.” Unem- 
ployment can be solved in 
the medium term. Mr Lafon- 
taine believes. But that will 
require "different economic 
and financial policies" in 
Germany and “co-ordinated 
economic, financial and 
wages policies in Europe.” 

"We say macroeconomic 
policy has been neglected. 
We reject the fashion for 
supply-side ideology and the 
belief that things can be left 
only to the markets. We 
want a policy mix of 
demand-side policy and sup- 
ply-side policy.” 

The US “has Shown that 
macroeconomic policies can 
work. They have a sensible 
mix of monetary, budgetary, 
tax and wages policies which 
have contributed to growth 
and increased employment," 
he says. 

“The Americans rightly 
recognise that there are 
links between monetary pol- 
icy and jobs” with Alan 
Greenspan’s monetary policy 
using the scope made avail- 
able by budgetary policy and 
wage developments to sup- 
port growing employment 

A former sceptic about 
European economic and 
monetary union. Mr Lafon- 
taine cannot help regarding 
the budgetary consolidation 



Lafontaine; US has shown that macroeconomic poficies can work 


needed to introduce the sin- 
gle currency as a mixed 
blessing. “The goal was cor- 
rect. But it created the 
impression that growth and 
employment are less impor- 
tant. Budgetary consolida- 
tion must take account of 
the business cycle,” he says. 

The third macroeconomic 
point concerns wage deter- 
mination. “Wages in the US 
have been geared to growth 
in productivity", providing 
au especially valuable lesson 
for Germany and Europe. 

U nlike most Germans. Mr 
Lafontaine derives nei- 
ther pride nor pleasure 
from his country’s powerful 
export performance and 
looks at the low growth of 
Germany's unit labour costs 
with a jaundiced eye. 

“Here we have a develop- 
ment that explains Ger- 
many's exaggerated success 
on export markets. We have 
always had lower unit costs 
compared with competitor 
states, it is just that up to 
now this advantage has been 
corrected by the up- valua- 
tion of the D-Mark.” 

This situation will change 
with the euro's introduction 


in January. “Without revalu- 
ation. Germany's already 
huge export surplus will 
soar, he warns. “You can 
only prevent this with a co- 
ordinated European policy 
that involves wages as well. 
And the formula is quite 
simple: linkage to productiv- 
ity. If we don’t succeed in 
keeping Europe's unit labour 
cost developments in broad 
harmony, there will be seri- 
ous problems such as pres- 
sure for large scale financial 
transfers” inside the Euro- 
pean Union. 

“We have to ask ourselves: 
What can we learn from 
America? America is not a 
hugely successful exporter. 
Exports are 7 per cent of 
gross domestic product The 
rest is the internal market 
In Germany, exports are 
20-23 per cent of GDP.” With 
Emu, Europe’s internal mar- 
ket will account for some 92 
per cent of GDP, making 
conditions similar to the US. 
“We cannot expect Europe's 
economy to thrive with stag- 
nating real incomes in such 
a big internal market” 

Mr Lafontaine points out 
that net wages fen last year 
for the first time in Ger- 


Reutes 

many’s post-war history. 
“The only people who gain 
from falling wages are 
exporters. Falling wages will 
only push our very large 
trade surpluses still higher.” 

Matthias Wlssmann. Bonn 
transport minister and CDU 
economic affairs spokesman , 
dismisses Mr Lafontaine's 
ideas as “Keynesianism and 
a throw-back to the 1970s.” A 
government of the SPD and 
the Greens would be dose to 
the philosophy of France’s 
Socialist party and “part of a 
Jospin Europe not a Tony 
Blair Europe,” he claims. 

But the SPD leader pays 
no heed to criticism from Mr 
Kohl's government He grins 
wryly as he betrays his aca- 
demic training as a physi- 
cist “There are no final 
truths in the political econ- 
omy. But economics has 
something to common with 
the natural sciences: that 
when you have conducted an 
experiment for 16 years and 
you haven’t obtained the 
results you wanted, you 
have to admit that perhaps 
you did something wrong. 
That’s why we need a 
change of government in 
Germany.” 


news digest 


INFLATION RATE SLOWS 


Modest German price rises 
ease pressure on rates 

Western Germany’s annual Inflation rate has stowe d to .1 2. pfr 
cent this month, according to provishwal figures^ 
terday by the federal statistics office in Wiesbaden. Analysts; 
saw modest rises in labour costs and fefltog oil prices could- - 
push the annual inflation rate betaw 1 per cent In camtag 
months, ractoctng pressure for an hcreesa fin interest rates..; 

Yesterday's figure was based on resets from four federal - 
states and compared with a final figure oM.3 per cant for. . 
western Germany In May. However, Inflation In eastern Ger^ j 

many has risen recertify. 

' The overall modest rate of price increases comes despite 
an obvious pick-up In economic activity which' led ChencaHcr 
Helmut Kohl to predict yesterday that unemployment would : 
be “cteariy tower- at the end of 1998 than a year earlier. Mr. - 
Kohl faces federal elections on September 27. . 

■ The Bonn transport ministry said 112,600 homes which 
belonged originally to Deutsche Sarin, trie German railway 
sendee, had been sold for DM7.1 bn ($4bn). 

More than 150 parties had expressed interest fa the proper- 
ties. The successful consortium was led by pifotldy owned . 
development companies in the states of Lower Saxony and 
Badan-WOrttemberg. The properties were Wved off from 
Deutsche Barin in The run-up to trie rail service’s privatisation. 
Ralph Atidns, Bonn 

EU DIRECTIVES 


France faces court action 

The European Commission yesterday decided to taka France 
to the European Court of Justice for failing to implement a 
effective protecting birds. 

The Commission will ask the court to Impose a fine of 
Ecul 05,500 ($117,200) for every day France falls to respect 
the directive’s provisions. 

The French parliament recently approved legislation extend- 
ing the hunting season, in defiance of the 19-yeer-okf direc- 
tive, the EU's oldest piece of legislation protecting nature. - 
*7he purpose of the directive is not to prevent the hunting of 
birds," a Commission official said. “But France has by far the 
longest hunting season of any member state." 

The Commission is hoping the threat of monetary sanctions 
wW prompt the authorities in Paris to comply. The directive 
does not bn pose fixed dates for hunting, but forces govern- 
ments to protect birds. 

■ The Commission also said yesterday it would trite legal 
action over France's failure to implement folly the dtoctives 
liberalising the EU insurance market French authorities con- 
tinue to require insurance companies to file an information 
sheet before launching new products. The Commission ' 
believes this violates directives liberalising tha EU life end 
non-life insurance markets. Samar iskandar, Brussels 


KPMG, ARTHUR ANDERSEN 


Accountants win Azeri licences 

Accounting firms KPMG and Arthur Andersen have won 
licences to operate fa Azerbaijan after a long struggle to meet 
the demands of the State Audit Chamber. Their battle reflects 
the growing problem for foreign companies setting up in the 
Caspian state. 

Auditors Ernst & Young and Price Waterhouse, which have 
been operating in Azerbaijan for several years, also received 
new five-year licences this month. 

It took nearly seven months and repeated applications for 
KPMG and Arthur Andersen to grin approval, in a process 
that should only take a few weeks. Applications were fre- 
quently rejected, often on flimsy pretexts such as a misspell- 
ing or incorrect numbering of pages. The issue appears to 
have been resolved only when raised with Heydar Aliyev, the 
Azeri president 

Although registered with the ministry of justice, the two P 
companies were not permitted to practise while waiting for 
their Icences. Arthur Andersen was fined nearly $1,000 by the 
state prosecutor for operating without a licence earlier this 
year. KPMG had to restrict Itself to offshore business for fla 
international clients. Carfotts QaB, Baku 


HUNGARIAN GOVERNMENT 


Oitoan paves way for coalition 

Viktor Orban, Hungarian prime minister designate, and Jazsej 
Torgyerr, president of the SmaJfaokJets party, yesterday ' . 
rigned an agreement paving the way for a three-party coefc 
ti°n government to be formed early next month. 

Mr Orban. who heads the centre-right Fklesz-Hungarien 
Civic party which emerged as the victor fa last morTth’s gen- 
erri election, signed a similar agreement with toe small Hun- 
garian Democratic Forum earlier this week. The coalition wiijj 
have a 55 per cent majority In parliament 
Under the agreement Hdesz w3l nominate 12 ministers, 
Including the key finance, economy and foreign portfoHos. Tto 
roral-based Smallholders will receive defence, environment >" 
and an expanded agriculture and rural development portfoftx 
Mr Orban yesterday appointed Zsigmond Jarai, Budapest! 
sto ck e xchange chairman, as finance minister, fa pre fe rence ' 
tolaszlo Urban, an economist tipped tor the job. Mr Jarai .. 
has been a key figure fa developing the local bourse, consid- 
wed toe most transparent and best regulated in the region. 
Hesaid yesterday he favoured a pro-market, low-inflation 
regime attractive to foreign investment and entrepreneurial 
growth. Kester Eddy, Budapest 


French minimum wage rise 
will be higher than inflation 


By Robert Gnbam in Pats 

France’s Socialist-led 
government yesterday 
decided to gfve a small boost 
to the purchasing power of 
lower income groups by rais- 
ing the minimum wage by 2 
percent 

From next month some 
Z 2 m workers will see their 
net monthly earnings go op 
by FFr104 ($17.40) to 
FFr5345. By law the govern- 
ment only had to approve a 
L5 per cent rise to accommo- 
date inflation. However, 
Martine Aubry, the employ- 
ment minister, yesterday 
described the extra payment 
as “socially jnst". She added: 
“It Is quite normal that 
lower incomes should enjoy 
the fruits of growth." 

The size of the increase 
represented an uneasy com- 
promise between the con- 


flicting d eman ds of unions 
and employers. As result it 
prompted a mixed response 
from both. 

The unions had pressed 
for the benefits of the strong 
domestic recovery to be fully 
reflected in wage packets. 
The CNFP. the employers’ 
confederation, warned 
against raising the already 
high cost of unskilled labour 
when companies are being 
obliged to reduce the work- 
ing week from 39 to 35 hoars 
from the year 2000. 

After winning the elec- 
tions last year, Lionel Jospin 
rewarded lower income 
groups with a 4 per cent 
increase in the minimum 
wage, known throughout 
France by its acronym, the 
“Smic”. 

This means that in two 
years the minimum wage 
will hate risen more than 


twice the level of inflation. 

Employers fear this sop to 
the unions will further 
squeeze competitiveness in 
labour-intensive industries 
like textiles. The unions, cm 
the other hand, suspect the 
government’s motives. They 
believe the extra spending 
power may have been intro- 
duced to offset future con- 
cessions to the employers 
over the introduction of the 
35-hour week, whose full 
legal provisions were pub- 
lished over the weekend. 

The CGT. the dominant 
union traditionally con- 
trolled by the Communists, 
is against any loss of earn- 
ings through the reduced 
working week. But the 
employers say it would cost 
them an unacceptable extra 
11 per if the minimum 
wage was folly compensated 
in the shorter week. 


Government officials 
believe the extra hand-out to 
lower income groups can be 
absorbed by employers and 
argue it wffl have a benefi- 
cial effect by boosting con- 
sumption. Fuelling consump- 
tion through raising lower 
incomes, improving public 
sector pay and increasing 
youth jobs has been an 
important element in the 
government’s strategy to aid 
the domestic recovery. 

With the slowing of 
exports as a result of the 
Asian crisis, domestic 
demand has become even 
more significant in meeting 
the 3 per cent growth target 
for 1998. Figures released 
yesterday by Insee, the offi- 
cial statistics institute, 
showed household consump- 
tion of manufactured goods 
rose 0.4 per cent hi May - up 
6.3 per cent year-on-year. 


Greece to press ahead 
with labour refor 



By Kerin Hope in Athens 


Greece’s Socialist 
government yesterday 
announced a reform package 
aimed at mulriwg the labour 
market more flexible and 
reducing high levels of 
youth unemployment. 

After the collapse of an 
effort to reach consensus 
with the unions on bringing 
the labour market into line 
with other EU member- 
states. the reforms are to be 
imposed through legislation. 

Greece is under pressure 
from the European Commis- 
sion to modernise the labour 
market to achieve real eco- 
nomic co n verge n ce with its 
EU partners. 

The government said it 
wifi push the law through 
parliament next month so 
that tourism and food pro- 
cessing companies wifl bene- 


fit imm ediately from the 
new arrangements. 

MUtiades Papaioannou, 
the labour minister, wffl face 
a difficult task. Demonstra- 
tors gathered outside the 
labour ministry yesterday, 
shouting: “Hands off the 
eight-hour day" - a refer- 
ence to a danse in the law 
providing for agreements on 
longer working hours. 

The legislation also pro- 
vided for extended part-time 
working in the private sector 
and permitted state enter- 
prises, such as state-con- 
trolled banks and utilities, to 
fore part-time staff, it 
allowed overtime payments 
to be calculated on an 
annual basis, with the aim of 
improving the competitive- 
mss of companies involved 

m seasonal activities such as 

tourism and agri-processing. 

Private employment agen- 


cies will be able to open 
for tiie first time, a measv 
designed to make job-set 
fog easier in the festgro 
mg services sector. 

The official unemptoyme 
rate has risen to l(L3 c 
cent of the workforce- as 
result of closures of smi 
manufacturing companl 
ami job cuts at bigger co 
panics. But the rate amo 
young workers is almost 
percent 

• Workers at Greece’s la 
making state railways wgs 
isation, OSE. staged a J 
hour strike yesterday in pi 
test against the gover 
ment’s plans for a radlc 
restructuring. The trahspc 
ministry said it did not pli 
to cut jobs, but will inti 
duce a cost-cutting packs 
similar to one agreed 
April with Olympic Airwaj 
the state carrier. 
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EU COM PETITION R EPORT IS WELCOMED 

German h anks 
hit at rivals in 
public sector 



By Andrew ftster in Frankfort 



L ' 0U! 1 action 


Germany's private sector 
: ' banks yesterday criticised 

^ their public sector counter- 

! parts and welcomed a report 

by the European Commis- 
; sion stressing that these bad 

* to face competition. 

V 4|r Manfred Weber, general 
; i w ‘ manager of the Gorman pri- 
vate sector banking associa- 
tion - representing 300 
• ,J banks, including Deutsche 

Bank, Dresdner B ank and 
Commerzbank - said the 

4 - Commission’s latest competi- 

tion report stated that public 
sector banks were, just as 
subject to competition and 
r: anti-subsidy rules as those 

- privately held. 

Public sector banks 
account for about half the 
banking volume in Ger- 
many. **11115 is unique in the 
western world,” said Mr 
Weber. 

He was confident the Com- 
mission would rule favoura- 
bly cm the association’s com- 
plaint against the way 
Westdeutsche Landesbank 
a* and other regional public 
. . " -v sector banks increased their 
capital through the injection 
of state-owned housing 
development institutes. 

The association says this 
flouted European Union 
competition rules as the 
Landes banken received the 
capital at interest rates 
below capital market levels. 
The Landesbanken say the 
funds were received under 
fair conditions and did 


not transgress competition 
law. 

Mr Weber said banking 
associations in France and 
the UK had supported the 
cconpUdst He did not expect 
a decision from the Commis- 
sion until after general elec- 
tions in September. 

As well as the issue of the 
DMll.4bn ($6.4bn) capital 
injections into WestLB and 
the five other Landesbanken 
since 1990, the privately held 
banks are concerned fay the 
state guarantee status 
enjoyed by their public sec- 
tor rivals. These enable Lan- 
desbanken — which provide 
financial services to the 
regional states and savings 
banks - to achieve hi gh 
credit ratings and thus bar- 
row money at lower rates. 

Mr Weber noted that the 
Commission was examining 
this broader competitive 
aspect. He said its unpub- 
lished report on the issue 
last week confirmed the Gor- 
man private sector banks’ 
view that all hunks - 
whether private, co-opera- 
tive or public sector - were 
subject to EU competition ! 
roles. 

He added that the private 
banks would have to wait to 
see how the Commission 
dealt with the issue. The pro- 
cess was under way, he said. 
“The Commission makes 
clear that public and private 
sector banks must be treated 
equally.” 

See Page 19 


EUROPE 


UK’s Euro-show lays demons to rest 


Brussels has judged Britain’s six-month 
presidency of the European Union as solid 
but uninspiring, writes Lionel Barber 


L ike the fi rew ork dis- 
play that lit up the 
night sky over Cardiff 
Bay last week, the British 
presidency of the European 
Union began with a bang 
and produced plenty of col- 
our, including same garish 
presidency ties. But it fizzled 
out at a humdrum L umm H- 
in the Welsh capital. 

The judgment in Brussels 
is that Ihe British govern- 
ment did a solid if rather 
uninspiring job. It estab- 
lished tfae m <MT> h f*T g 

of the single currency and 
kicked off enlargement nego- 
tiations with the central and 
east Europeans; but in the 
end it fell victim to Its 
inflated rhetoric about lead- 
I erahip in Europe. 

Perhaps this was an toev> 

' table consequence of an 
inexperienced, risk-averse 
government inheriting a 
largely pre-set agenda. A 
fairer question Is whether 
the experience of six months 
running the Euro-show has 
had any impact an the often 
troubled relationship - 
between Britain and Europe. 
In short, is Mr Tony Blair, 
prime minister, correct in 
proclaiming a “sea-change" 
in relations with the rest of 
the EU. 

Certainly, the tone has 
changed. With the exception 
of Gordon Brown, chancellor 
of the exchequer, ministers 
have turned on the collective 
charm. Jack Straw, home 
secretary, and Jack Cun- 
ningham, agriculture secre- 
tary, have trad* friends and 
are influencing people. 

Labour is less dogmatic 
than its Conservative prede- 
cessor. Cabinet ministers do 
not view an increase in 


majority voting in the ded- 
«ri oil -making Council Of Min- 
isters as a frontal assault on 
the nation state. Nor are 
they overly hostile to the 
European Commission. 

Labour is not afraid of 
being branded a “good Euro- 
pean". Margaret Thatcher, a 
former Conservative pre- 
mier, would have abhorred 
the inclusion of a British 
text condemning xenophobia 
in last week’s Cardiff sum- 
mit communique. 

She once spotted similar 
language in a summit draft 
and is said to have inquired: 
“Hating foreigners. What is 
wrong with that?" 

On foreign policy, Robin 
Cook and his Foreign Office 
team have played the Euro- 
pean g»iTr|^ 

They soft-peddled on 
human rights in nwirm, went 
along with the pro-Palestin- 
ian tilt of Commissioner 
Manuel Marin, and secured 
finner-than-expected support 
fear possible military force to 
counter Serbian repression 
in the province of Kosovo. 

The only serious cracks 
appeared during the crisis 
over United Nations weap- 
ons inspections in Iraq, 
where a gung-ho Mr Blair 
put his allegiance to the US 
first and the presidency of 
the EU second. 

This placed the British at 
loggerheads with the French 
(and the Russians), but Mr 
Blair remains unrepentant 
because he sees his close 
relations with President Bill 
Clinton as a plus for 
Europe. 

The Iraq crisis showed 
that Britain still likes to 
strut the world stage as a 
Great Power with a perma- 



Tony Stair, British premier, bunches the UK's presidency of the European Union at London's Waterloo station In December 


nent seat at the UN Security 
Connell Smaller countries 
such as Belgium and the 
Netherlands which yearn for 
a genuine common Euro- 
pean foreign policy find this 
hard to swallow. 

Yet as one British official 
points out, the French run 
their own show In Africa, 
the Italians plough their own 
furrow in Libya, Iran and 
Iraq and the Germans are 
prickly about their special 
relationships in Asia, espe- 
cially Indonesia. 

The litmus test for 
Britain’s EU policy is eco- 
nomic and monetary union, 
which will go ahead on Jan- 
aary 1, 1999 with 11 coun- 
tries, including Italy. 
Britain, Denmark and Swe- 
den will stay out initially on 
political grounds. 

Emu seems certain to pro- 
voke deeper economic and 
political integration. The cre- 
ation of the “Euro 11“ dub. 
which will meet ahead of the 
regular monthly Ecofin 
meeting of the IS EU finance 


ministers, looks tailor-made 
for closer policy co-ordina- 
tion on budgetary and tax 
matters. 

Mr Brown's insistence on 
attending its inaugural ses- 
sion in Senningen Castle, 
Luxembourg, in late May 
exposed nervousness in Lon- 
don about what life will be 
like outside the euro-zone. 
This may account for the 
warmer tone that Mr Blair 
adopted toward the single 
currency last week, describ- 
ing it as a pole of stability at 
a time of uncertainty in Asia 
and Russia. 

M r Blair concedes 
the decision to 
delay entry into 
Emu comes at a price iD 
terms of influence in Europe. 
Six months ago ministers 
rejected this proposition. 

Labour is still sticking to 
its decision to wait until 
after the next general elec- 
tion. to be held by spring 
2002 at the latest - followed 
by a referendum on single 


currency membership. But 
the strategy is clear, prepare 
actively for membership, 
encourage big companies 
such as BT. ICI and BP to 
make the case on commer- 
cial grounds, and go for an 
earlv(ish) election in, say. 
spring 2001. 

At some point Mr Blair 
will have to take on the tab- 
loid press. None is likely to 
be seduced by lists of British 
“ victories'" in Brussels on 
the lines of the government 
“fact-sheet” produced in 
mid-March. 

It is also questionable 
whether last week's much- 
touted Franc (^-German -Brit- 
ish initiative on decentralis- 
ation of power in Brussels 
amounts to much. 

Proclaiming the end of the 
European super-state will 
not necessarily give Mr Blah- 
extra room for manoeuvre to 
justify handing over a 
huge chunk of national sov- 
ereignty to the new Euro- 
pean Central Bank in Frank- 
furt. 


Indeed, the European Com- 
mission's latest draft direc- 
tives on tax harmonisation - 
including a withholding tax 
on foreign savings that has 
aroused strong protests in 
the City of London - spell 
trouble for Labour at West- 
minster in the months 
ahead. 

Mr Blair says It is time for 
the British to take a more 
mature attitude to Europe. 
There is no need to turn dis- 
agreements into crises, no 
point in tur ning membership 
of the EU into a re-run of the 
Battle of Britain. 

The British presidency 
showed that it was possible 
to counter the demonology 
about Europe which was 
fashionable in Britain in the 
late 1980s and early 1990s. 
This may go down as the 
most solid achievement - 
and no mean one given the 
need to win a referendum on 
Emu early next century. 

This article appeared m the 
UK edition of this newspaper 
earlier zn the week. 
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EU hopefuls warned of 
r tough accession talks 


By Stefan Wagstyt ta Satrtmrg 

Countries planning to join 
fee European Union should 
not expect entry negotia- 
tions to be quick or easy, the 
European Commission's top 
negotiator warned yester- 
day. 

Speaking at a conference 
of east European political 
and business leaders, Niko- 
laus van der Pas went out of 
his way to damp down hopes 
voiced in some countries - 
including Hungary, Poland 
and the Czech Republic - 
that their naHnrer might be 
ready for entry in 2002. 
;.Jfowever, east Europe’s 
waders - including Leszek 
Balcerowicz. the Polish dep- 
uty prime ministar, and Ivan 
Rostov, the Bulgarian pre- 
mier - warned the EU not to 
set unreasonable conditions 
on entry or introduce exces- 
sive delays in talks. 

Without giving dates. Mr 


Van der Pas said it could 
take five years from the 
start of negotiations for 
• countries to establish the 
institutions required for EU 
entry. The EU began talks 
with Poland, Hungary, the 
Czech Republic, Slovenia 
and Estonia earlier this year. 
Romania. Bulgaria, Slovakia. 
Lithuania and Latvia have 
been accepted as future can- 
didates but have not yet 
started talks. 

Mr Van der Pas, director 
general at the task-force far 
accession negotiations, said 
the talks had started well 
but had so far dealt with 
eight easy chapters of the 31 
chapters of EU rules to be 
covered. He warned appli- 
cant countries not to expect 
too much flexibility. 

The EU was a club with its 
own rules which new mem- 
bers could not expect to 
change, he said. The only 
scope for negotiation was 


over transitional arrange- 
ments. “This is not mean 
and narrow minded. This is 
a dub ” he told the confer 
ence arranged by the Swiss- 
based World Economic 
Forum. 

However, he held open the 
possibility of an acoomnoda 
tion over tfifficuft areas such 
as the- environment, where 
meeting EU standards could 
take MJbyeare. 

EarUfer Percy Barnevik, 
chairman of Investor, the 
Swedish group, and of ABB, 
the Swiss-Swedish engineer- 
ing group, warned the EU 
not to let enlargement bring 
down ”a new Iran Curtain in 
Europe. . . only a few hun- 
dred writes to fee east of the 
old one”. 

Divisions were emerging 
between the five states 
selected for early talks and 
fee rest of the region. He 
urged fee EU to give all can- 
didates an equal chance. 
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FINANCIAL DEREGULATION WESTERN INSTITUTIONS OPPOSE CONTRIBUTIONS TO DEPOSITOR PROTECTION SCHEME 



Foreign bank outcry over Tokyo fund plan 


NEWS DIGEST 


DOMESTIC DEMAND 


By&SanTeftlRTotyo 


Foreign banks have 
protested to the Japanese 
government over plans to 
force US and European 
investment banks to contrib- 
ute to a Fund protecting 
depositors of collapsed bro- 
kerages. 

Western banks said that 
under the proposals they 
would be exposed to unlim- 
ited liability it as they Tear, 
a shake-out of the brokerage 
industry ocnrred following 
financial deregulation. 

Twenty-three foreign 
banks, including all the 


large US and European 
investment banks in Tokyo, 
apart from Merrill Lynch, 
have written to the govern- 
ment saying that although 
they are prepared to pay a 
small contribution, they do 
not want to shoulder what 
amounts to unlimited liabil- 
ity. 

The government’s propos- 
als have raised alarm as 
they may force the industry 
to shoulder the cost of losses 
from Yamal chi Securities, 
Japan's fourth largest broker 
which collapsed last Novem- 
ber, among others. Western 
banks fear the liabilities 


would increase as the full 
extent of losses emerged. 

The government said its 
calculation of western bank 
contributions would be 
based on a weighting scheme 
according to market share of 
the Tokyo Stock Exchange: 
The hanks said in their let- 
ter that this scheme is "nei- 
ther logical nor reasonable” 
since they do not usually 
have retail clients. 

One banker said: "No [US 
or European] head office is 
going to accept having an 
unlimited liability.’' Another 
said: "We are worried that 
the government is trying to 


tap foreign firms to dean up 
the mess here." 

The plan to demand con- 
tributions from foreign 
banks emerged earlier this 
year, but the row has inten- 
sified as the government has 
now drawn up legislation to 
implement its proposals. 

Financial deregulation is 
expected to trigger a nave of 
bankruptcies among Japa- 
nese brokers. Although poli- 
ticians have agreed to use 
public funds to protect bank 
depositors, they oppose 
using such funds for broker- 
ages’ clients. 

Officials at the Ministry of 


Finance and the Japan Secu- 
rities Dealers Association 
(JSDA). the industry body, 
said they would study the 
foreign banks’ letter. One 
official said: “There Is no 
alternative to asking the 
industry to pay. Foreign 
companies cannot come into 
Japan for free." 

Officials insisted a fund is 
needed to protect depositors. 
An industry fund to protect 
retail depositors already 
exists but its resources are' 
exhausted as at least Y36bn 
($268m) has been spent 
refunding depositors who 
lost money at brokerages 


such as Sanyo Securities, 
which collapsed last year. 

Sanyo Securities yesterday 
announced it would go into 
liquidation with losses of 
YlQS.Sbn. up from earlier 
estimates of Y76ba. 

The JSDA wants to raise 
Y30bn for the ftrnd before 
December, and more later. It 
said the scheme will only 
apply to brokers who comply 
with new, stricter controls 
which will be introduced 
next April. These will stop 
brokers nring customer cash 
to flind their own trades, as 
firms such as Sanyo have 
done. 


Sales fall in Japanese 
department stores 


N-TESTS AFTERMATH DRIVE TO WIN INVESTMENTS FROM ABROAD 


India may allow foreign 
entry into in surance 


Troops block protests 
in Jakarta’s streets 


Retail sates at Japan's department stores dropped 0.4 per .■ 
cant year-on-year In May, providing a now sign of the waafe- 
ness of domestic demand. The annual felt was sewing as the 
May 1S97 levs/ was already weak because spendnghad.- 
been curtailed by a consumption tax increase In April 1997. 
The yen also tell back yesterday, in spite of last week's cur- 
reocy Intervention by the US old JspaUt 
towards Y141 In Tokyo trading, after rising as high as Y133 
iata last week fallowing the intervention. 

In April department stores had reported a smaU rise In 

sales But to May Tokyu, which specialises In household • . . 
goods reported an 8.8 per cent decline year-on-year, wt&h 
more than doubled the toss from the previous yeer. In one 
smaU upbeat sign, some individual supermarkets and cows- A 
nience stores reported slight gains. Sales at Seven-Seven 
were up 2.3 per cent year on year. Supermarket sate ware 
up ter the second consecutive month, rising 0.3 per cent 
year-on-year to Yi ,388.6bn ($10bn). according to the Japan 
Chain Stores Association. Alexandre Barney. Tokyo 


NEW ZEALAND TRADE 


By Sander Thoenes to Jakarta 


By Mark Nichotson 
In Hew Delhi 


Leaders of India’s Bharatiya 
Janata party (BJP) have 
drawn up a package of 
reforms and incentives for 
foreign investment, includ- 
ing plans to open the state 
monopoly insurance sector 
to foreigners, designed to 
revive market and overseas 
confidence hurt by Delhi's 
nuclear tests and a badly 
received budget 

Senior advisers to the BJP, 
which heads India’s 18-party 
coalition government said 
Atal Behari Vajpayee, prime 
minis ter, and L.K-Advani, 
home minister, were this 
week expected to approve a 
“co-ordinated programme" of 
incentives to be made public 
by early next month. 

They said the measures 
were aimed partly at arrest- 
ing a crisis of confidence 
since the nuclear tests, the 
BJP’s stillborn budget eco- 
nomic sanctions and the rec- 
ent downgrading of India's 
credit rating by Moody’s, the 
US-based rating agency. 

Each has contributed to a 
slump in both equities and 
the In dian currency, which 
has breached consistent new 
lows since the tests. 

"The attack on the rupee 


and the Moody’s re-rating 
has created a mood of pessi- 
mism and we want to offset 
that," said a BJP insider. 
"And the fact is that we 
want foreign direct invest- 
ment, because if you have to 
boost exports, that's the way 
to do it" 

The moves are a response 
to a rising chorus of foreign 
and local media and market 
criticism of the economic 
policy direction of the 
BJP-led government, which 
marks 100 days in power 
tomorrow and which, senior 
leaders admitted this week, 
had not achieved "anything 
much", bar the nuclear 
tests. 

However, the advisers said 
the mooted programme 
would carry a political sting, 
with the aim of “making the 
Americans think they’re los- 
ing something” by imposing 
post-test economic sanctions 
against India. 

"We want to show them 
that linkage works in both 
directions.” said an adviser, 
suggesting that if insurance 
were opened to foreign play- 
ers, US companies would 
struggle to win licences. 

The moves, apparently 
already approved by Yash- 
Want Sinba, fmanrp minis - 
ter, are said to Include per- 


mission for direct foreign 
investment in real estate 
and “free, unrestricted for- 
eign capital" into any indus- 
try .from foreign companies 
making a formal commit- 
ment to export 70-80 per cent 
of their output 

Most significant the pack- 
age also looks set to include 
a commitment to allow for- 
eign insurers to participate 
in the currently nationalised 
insurance sector. 

Opening of India's closed 
insurance sector has long 
been seen as a bellwether of 
liberalising intent 

Mr Sinha promised in his 
June 1 budget to open the 
state monopoly insurance 
sectors to "private Indian 
companies", without clarify- 
ing whether such companies 
could include a minority for- 
eign stake. 

Foreign participation in 
insurance is strongly 
opposed by the more doctri- 
naire nationalists within the 
BJP. but party insiders claim 
the internal ideological bat- 
tle over the issue has been 
won by the refor m ers and 
the government is likely to 
approve participation by for- 
eign insurers in joint ven- 
ture insurance companies, 
perhaps with stakes of up to 
40 per cent. 


Troops patrolled Jakarta's 
streets yesterday and 
blocked a labour protest, 
reminding both radical 
reformers and allies of for- 
mer President Suharto that 
the military remain the most 
powerful and conservative 
force in Indonesia. 

An Independent labour 
union had vowed to inarch 
with 10,000 workers but most 
were blocked from entering 
the city while others stayed 
away after the local military 
commander threatened a 
crackdown. 

Meanwhile, President BJ. 
Habibie named new chiefs of 
the navy, air force and 
police, in the second reshuf- 
fle since he took office one 
month ago. It was part of 
what cfrjgf commander Gen- 
sal Wiranto called a "regen- 
eration" of the military but 
what is widely regarded as a 
consolidation of his own 
power. 

Among some Indonesians, 
the troop presence raised 
fears of a military ba cklash 
against the recent wave of 
political reforms. The Straits 
Times recently reported that 
the military pushed for a law 
to restrict public protests. 

Bat tiie military's UmtUng 
spokesman told the Finan- 
cial Times that the military 
was merely sending a tries- 
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Wiranto; mBttary ‘regeneration’ 


sage that it had no desire to 
let political reforms ran 
wild. "We warned the 
people, the society, that it is 
dangerous if the reforms are 
uncontrolled," said Lt Gen 
Susilo Bam bang Yudhoyono, 
rhlpf of socio-political affair s 
in the military. "Reforms 
should be conducted step by 
step. That is not necessarily 
s low.” 

This warning was as clear 
to opposition leaders as lt 
was to Mr Habibie, who has 
worried some in the military 
by p ushing political reforms 
more to create a constitu- 
ency than to stabilise his 
country. Mr Habibie's, gov- 
ernment has allowed the for- 
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Clinton vetoes new sanctions law 


By Nancy Dunne in Was h in g to n 


President Bill Clinton has 
vetoed legislation that would 
Impose sanctions on compa- 
nies from anywhere in the 
world that supply ballistic 
missile technology to Iran. 
But his veto is likely to be 
overridden by a two thirds 
vote in both houses of Con- 
gress. 

The president said he was 
vetoing the act because of its 
"sweeping application of 
sanctions according to 
inflexible and indiscriminate 
criteria''. It would create 
friction with Russia and its 
leader, Boris Yeltsin, with 
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whom he has been working 
to stop supplies of illegal 
rocket technology. 

The veto is the administra- 
tion's latest effort to put a 
brake on what it views as 
the "sanctions craze” that 
has broken out in Congress, 
despite aD evidence of the 
ineffectiveness of unilateral 
sanctions. 

The US has imposed eco- 
nomic sanctions on other 
countries about 120 times in 
the past 80 years. More than 
half of those cases have been 
since the start of the Clinton 
administration. However. Mr 
Clinton appears to have 
picked the wrong bill on 


which to take a stand. The 
House passed it by 392 to 22. 
the Senate by 90 to 4. It is 
particularly targeted 
towards companies or priva- 
tised entities in Russia and 
China, suspected of supply- 
ing Iran. 

A group of Democrats 
have said they would Join 
Republicans to override the 
veto. Congressman Howard 
Berman, a California Demo- 
crat. said the legislation does 
exactly what the administra- 
tion said it wanted when it 
waived the Iran Libya Sanc- 
tions Act of 1966 - it puts 
sanctions on companies, 
not countries, that sell 


weapons technologies. 

“There is no doubt that 
Iran is doing everything pos- 
sible - despite President 
Khatami’s pursuit of more 
moderate domestic policies - 
to buy the technology to 
make its own nuclear, chem- 
ical and biological weapons 
and long range missiles.” Mr 
Berman said. "Ignoring 
Iran's secret programme 
won’t make them go away." 

In Moscow tbe foreign 
ministry, which said it was 
"pursuing a firm policy 
aimed at preventing the pro- 
liferation of weapons of mass 
destruction and their means 
of delivery,” applauded Mr 


Clinton's veto. 

Mike McCurry, White 
House spokesman, said Con- 
gress was trying to “micro- 
man age" US foreign policy 
and put "hopeless shackles 
on the presidency”. But Con- 
gressman Sam Gejdenson, a 
Democrat who generally sup- 
ports the president, said the 
legislation gave him the flex- 
ibility to choose what penal- 
ties to put tn place. 

Before this year’s Congres- 
sional session is over, the 
president is likely to face 
another popular sanctions 
bill against countries which 
persecute their religious 
minorities. 
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urged to 
reform 
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The World Trade 
Organisation added its voice 
yesterday to calls for reform 
in Nigeria, urging it to move 
quickly towards a “ rules - 
based market economy". 
Reuters reports from 
Geneva. 

In a report on Nigeria’s 
trade policies, the WTO 
urged "credible structural 
reforms” to help Nigeria lib- 
eralise Its trade and improve 
living standards. 

Foreign investors have 
largely steered clear or 
Nigeria because of corrup- 
tion and political Instability. 
Following fhe death of Gen- 
era] £ani Ahacha, the new 
ruler. General Abdulsalam 
Abubakar, has moved to 
restore civilian rule. 

The neglected state sector 
has left Nigerians short . of 
fuel, transport and commu- 
nications. The oil industry, 
responsible for 95 per cent of 
export earnings, is in a par- 
lous state. Development of 
reserves is held up by under- 
funding and failure to agree 
terms to protect investors. 

The WTO called on 
Nigeria to remove Import 
prohibitions, reform ineffi- 
cient public sectors such as 
telecoms and oil refining, 
and introduce competition 
policy legislation. “Steps to 
increase transparency in 
government must be pur- 
sued if international confi- 
dence is to be regained.” 



nation of new labour unions 
but in stea d of boosting his 
support the liberalisation 
has created new forums of 
protest 

The troops may also be a 
warning to Mr Suharto, who 
is rumoured to be manoeu- 
vring to keep a hand in poli- 
tics through the dominant 
party, Golkar, which has yet 
to strip him and two of bis 
children of senior posts. Gen 
Bambang in effect confirmed 
these rumours when he 
warned against attempts to 
return what is now called 
“the old regime": 

"There is concern among 
the people that the old 
regime is coming back.” Gen 
Bambang said. "That is 
unrealistic. We want to 
encourage the people Inside 
Golkar to stay in the spirit 
of reform and avoid con- 
flict" 

The government is expec- 
ted to sign Its fourth agree- 
ment in wi ght months with 
the International Monetary 
Fund today; likely to allow 
for a larger budget deficit, 
delays in reduction of subsi- 
dies and intensification of 
sluggish efforts to revive the 
banking sector. 

Gen Bambang said tbe 
presence of tbe military in 
government posts' would 
gradually dimfnfch, in part 
by g rantin g regions tbe right 
to elect their own governor. 


Markets rally as deficit falls 


Financial markets rallied strongly yesterday after the release 
of better than expected current account figures. The deficit 
fail to NZ$7.1 bn, {USSSBbn) or 72. per cent of gross domes- 
tic product in the year to March, from a revised 7.5 per owrt 
in 1997. Politicians and Don Brash, the Reserve Bank gover- 
nor, had warned of a deficit of 8 per cent of gross domesllc 
product. 

The data suggests the cotmtry's trade position is coping 
well with the problems in Asia which until) recently was taking 
up to 40 per cent of the country’s exports. Economists say 
the current account data suggests that New Zealand's econ- 
omy bottomed last September with exporters having success- 
fully redirected much of the export drive to better performing* , 
markets in Europe and the US. At the same time toufem from 
these regions was rising, helped by the recent sharp fall In the 
Kiwi dollar. Terry HaU. Wellington 


MALAYSIAN POLITICS 


Mahathir promotes ally 


Mahathir Mohamad, the Malaysian prime minister, elevated 
his chief economic adviser and tasted supporter, Dafrn Zakv- 
uddin, to ministerial level yesterday in a move designed to 
consolidate his power bass. Mr DaJm, as cabinet minister with 
special functions, will focus on the economy. Mr Dam, a suc- 
cessful businessman, led the country through its last crisis, 
the mid-1980s recession. Dr Mahathir appointed him months 
ago to lead the National Economic Action Council to tackle 
the current economic downturn but the job carried no 
enforcement powers. 

Mr Dakn has recommended a wide range of reforms - - 

tncfutfmg putting a stop to conflicting policy statements by CP 
Mahathir and Anwar Ibrahim, his deputy and rival. 

Mr Anwar, who is also finance minister, has stood behind 
the central bank’s high interest-rate policy, recommended by 
the inte rna tional Monetary Fund, while Dr Mahathir has caBed 
for tower interest rates to alleviate pressure on companies. 

She 3a McNulty, London 


Mobil invited to join 
in Caspian oil talks 


By Cartotta GeB e Baku aid 
Virginia Marsh in London 


Mobil of the US has been 
invited to begin talks with 
the Turkmen authorities 
over rights to develop a dis- 
puted field in the Caspian 
Sea, in the country’s first 
international offshore ten- 
der. 

Mobil is at the forefront of 
western oil companies vying 
to build positions in the Cas- 
pian region, seen as poten- 
tially one of tiie world's most 
important new energy prod- 
ucing areas. 

Both Turkmenistan and 
Azerbaijan, Its neighbour 
across the Caspian, claim 
ownership of the field. 
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over Serdar/Kyapaz, Mobil 
has promised Azerbaijan it 
will not begin work on the 
field, or even sign a deal 
with Turkmenistan, until 


ally winning the ownmsirip 
claim. tS 

Last year, Azerbaijan 
dropped plans to develop tbe 
field in face of fierce protests 
from Turkmenistan. It is 
now talking of the two coun- 
tries exploiting the field 
together, with foreign partic- 
ipation. in an international 
consortium. 

Turkmenistan Is pushing 
ahead with its own plans. 
Officials have said contracts 
could be ready for signing 
with oil companies within 
three months. 

• Gazprom, the Russian gas 
giant, has formed a joint 
venture with the Finnish gas 
company Neste to explore 
building a S5bn 


mens and Kyapaz by the 
Azeris, it is roughly equidis- 
tant between the two coun- 
tries, with estimated 
reserves of 350m barrels of 
oiL 

A consortium involving 
Cairn Energy, the UK explo- 
ration company, is under- 
stood to have put in the best 
bid on an undisputed block 
covering the Gaplan pros- 
pect But the company, 
which does not yet have 
Interests in tiie Caspian, said 
it had not been notified offi- 
cially. 

To avert a diplomatic row 




the ownership dispute. 

Mobil already has an 
agreement to explore off- 
shore from Azerbaijan and 
was the tbe first big interna- 
tional oil company to invest 
in Turkmenistan where, 
with Monument OH and Gas 
of the UK, it now has signifi- 
cant onshore interests. 

Analysts say an agreement 
between the two countries 
remains distant. A co mmit , 
sion set up to negotiate own- 
ership of fields in border 
areas has made little prog- 
ress. However, it is thought 
Turkmenistan may be gradu- 


many, writes Astrid Wend- 
landt in Moscow. 

The new pipeline, to 
stretch under the Baltic Sea, 
would give Gazprom shorter 
and more direct access to 
northern EU markets than 
the continental European 
routes it currently uses. 

A $20m feasibility study, 
expected to be completed by 
the end- of this year, will 
determine what route the 
pipeline should follow. Gaz- 
prom and Neste have formed 
a 50/50 joint-venture com- 
pany, North Transgas, to 
oversee the project 


Canada lumber industry , 
faces another blow 


By Edward Aten in Toronto 


Canada's struggling 
softwood lumber industry is 
facing another blow with US 
claims that it is violating a 
1990 agreement restricting 
timber exports to the US. 

British Columbia, which 
has Canada’s biggest for- 
estry companies, last month 
reduced royalty fees lt 
charges them for cutting 
timber by 16 per cent, 
a moun ting to 0$300m 
(US$205m) a year, to aid an 
industry plagued by high 
costs and tbe collapse of the 
Japanese market. 

The US has warned Cana- 
da’s trade ministry the 


reduction may amount to a 
subsidy circumventing the 
agreement, and has called 
for talks. 

If no solution is found in 
35 days, the US can toko the 
dispute to an Independent 
arbitration panel and could, 
thereafter, walk away from 
the agreement 

The 1996 agreement was 
reached after almost a 
decade of conflict. US lum- 
ber producers, who had 
alleged Canadian companies 
were being subsidised by low 
timber fees, used us coun- 
tervailing duty laws to block 
Canadian exports. 

The agreement introduced 
a quota on the amount of 


lumber Canadian producers 
could sell in the US each 
year. While fanwin shipped 
about C$8bn in lumber to 
the US last year, a alight rise 
On 1996. the quota has hurt 
producers more this year 
because of disappearing 
Asian markets. 

Canada says no provision 
hi the agreement prohibits 
provincial governments from 
reducing royalty charges. 
British Columbia forestry 
companies point out previ- 
ous increases in royalties 
and environmental restrfo 
tions have more thaw do4 
bled the average cost of cut- 
ting timber in the province 
since 1992. 
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System back on line: ruling clears 
Microsoft’s way to market 

* 89ai irrterven ^ on by the Justice Department will reshape software 
competition appear to have receded, report Louise Kehoe and Richard Wolffe 




W hat a difference a 
month can make. Just 
five weeks ago, Janet 
Reno, the US attorney gen- 
eral, was declaring Microsoft 
to be an illegal monopolist, 
charging that the software 
industry leader bad placed a 
“cfaokehold" an access to the 
internet 

Yesterday, Microsoft was 
celebrating a favourable 
appeals court ruling which 


net browser program with 
the ubiquitous Windows per- 
sonal computer operating 
system. The appeals court 
ruling came in a case filed 
against Microsoft last year 
charging the company with 
violating an earlier antitrust 
settlement by combining its 
browser software with win- 
dows 95 - In practical terms, 
that case is largely moot 


“We Intend to use this clari- 
fying opinion as we go for- 
ward in either of these 
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at the centre of the legal 
controversy, and watching 
its share price soar to a new 
high of $ 1 (HH. 

Microsoft may not yet be 
entirely oft the hook in its 
legal battles with US trust- 
busters, but the decision on 
Tuesday by the Washington 
appeals court which over- 
turned an Injunction forcing 
Microsoft to separate its 
internet browser program 
from Windows 95, was none- 
theless a significant victory. 

In sharp. contrast to the 
tone of last month’s declara- 
tions, officials from the Jus- 
tice Department and state 
attorneys general were 
muted in their reactions to 
the ruling. Both the Justice 
Department and the states 
said they were reviewing 
their strategy, as well as the 
substance, of their legal case 
against Microsoft. 

The legal Issues are com- 
plex but the central issue is 
whether Microsoft can 
legally "integrate” its inter- 


file hook in its 
legal battles 


because Windows 95 will 
today be replaced in Micro- 
soft's product line by its suc- 
cessor. Windows 98. 

However, the issue of inte- 
gration is also at the centre 
of the latest case, filed last 
month. This lawsuit niahnn 
that Microsoft has engaged 
in illegal “tying” by combin- 
ing its browser with Win- 
dows 98 and is based on fed- 
eral and state antitrust laws 
rather than interpretations 
of the earlier antitrust settle- 
ment agreement 

Nonetheless, Microsoft 
said the ruling would pro- 
vide important legal guid- 
ance for the Windows 98 
case. “This is a very power- 
ful, very informing decision 
.... and it does bear on the 
issues in the Windows 98 liti- 
gation," said Bill Neukom, 
Microsoft general counsel. 


The appeals court defined 
an “integrated product” as 
one that “combines function- 
ality ... in a way that offers 
advantages unavailable if 
the functionalities are 
bought separately and com- 
bined by the purchaser”. 

The decision “validates 
Microsoft’s right to continue 
to do what it has been 
doing”, added Bob Herbold, 
chief operating Officer. The 
ruling "affirms our central 
principle that every com- 
pany should be able to 
improve its products and 
innovate (by adding) new 
features on behalf of con- 
sumers". 

Both of the government's 
lawsuits were based on the 
nfltnft core argument - that 
Microsoft's internet browser 
should be treated as a prod- 
uct separate from Windows, 
Mr Neukom said. “This rul- 
ing rejects the government's 
argument." 

However, Richard Blumen- 
thal, attorney general ot 
Connecticut, who led the 
states efforts to prosecute 
Microsoft, said: “I view this 
opinion as a bump in the 
road, of limited significance 
since it interprets the con- 
sent decree not the antitrust 
laws. We obviously have sep- 
arate and distinct claims 
both as to bundling and 
tying, and equally as impor- 
tantly, as to screen restric- 
tions, licensing agreements 
and other monopolisations.” 
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By Nancy Dunne In Was hi ngton 

Newt Gingrich, speaker of 
the House of Representa- 
tives. .yesterday proposed 
cutting the maximum capital 
gains tax rate to 15 per cent 
from 20 per cent and said it 
wouM.raiBe revenues for the 
federal government 

Mr Gingrich said the new 
cuts in capital gains taxes 
would be linked to popular 
legislation overhauling the 
Internal Revenue Service. 

Clearly preparing for the 
autumn election and charges 
that Congress has accom- 
plished little, Mr Gingrich 
promoted the tax cut as a 
boon for economic growth. 

It would, he said, “super- 
charge” the economy, 
removing “the high-tax 
shackles from the risk-tak- 
ers, the investors, and the 
entrepreneurs who drive the 
economy's growth”. The cap- 
ital gains tax cut bill is 
expected to be ready for 
House consideration in Sep- 
tember, Mr Gingrich said. 

Republicans have long 
sought cuts in capital gains 
and succeeded in negotiating 
a reduction from a 28 per 
cent maximum tax rate to a 
20 per cent maximum tax 
rate last year. Democrats, 
however, have portrayed it 


as a tax cut far the wealthy. 

Last year, the Clinton 
administration agreed to the 
reduction but sought to 
make the best of the conces- 
sion by requiring that the 
cut apply only to assets held 
for 18 months. Mr Gingrich's 
new plan would reduce the 
holding time to one year. 

The speaker and his asso- 
ciates have yet to say bow 
they would compensate for 
the lower taxes, a require- 
ment of past balanced bud- 
get Initiatives. Just the cut 
in bolding time is forecast to 
cost the US Treasury $ 2 bn 
over the next 10 years. 

Mr Gingrich's bill would 
cut capital gains for lower 
income taxpayers from 10 to 
7.5 per cent Democrats are 
likely to argue that even 
though half of Americans 
now own some farm of 
stocks, this excludes most ot 
those in lower income brack- 
ets, except perhaps pension- 
ers. 

The move by the Republi- 
cans suggests they do not 
believe they will be able to 
pass through Congress any 
of the other ambitious tax 
cot proposals this year. Pres- 
ident Bill Clinton may even 
sign it rather than veto the 
popular IRS reform. 


Widening 

rift 
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leaders 

BySaly Bowen in Lima 


A deep rift has emerged 
between President Alberto 
Fujimori and Javier Valle 
Riestra, his outspoken prime 
minister of less than three 
weeks, after a public dis- 
agreement over the case of a 
US citizen imprisoned in 
Peru on terrorism charges. 

Mr Valle Riestra said he 
wrote out a resignation let- 
ter on Tuesday after Mr Fqji- 
mori publicly scoffed at the 
suggestion of a pre si de n tial 
pardon far Ms Lori Beren- 
san, but did not send it 

The discord highlighted 
predictable difficulties in the 
surprise appointment of Mr 
Valle Riestra, a farmer viru- 
lent opponent of President 
Fujimori. The new premier, 
a lawyer and renowned con- 
stitutionalist, had already 
pronounced himself against 
re-election of the president 
and use of military tribunals 
to try civilian cases. 

Although he has been per- 
suaded to remain in the pre- 
miership by President Fuji- 
mori’s surprising readiness 
to accept differences of opin- 
ion, his tenure is looking 
shaky. 
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The majority opinion had 
set a “surprisingly low 
threshold" for demonstrat- 
ing that a product was “inte- 
grated”. he said. However, 
“the majority opinion may 
not be fatal to our current 
tying or bundling claims,” 
he added. 

Government lawyers will 
draw comfort from the dis- 
senting opinion from Judge 
Patricia Wald, who Bald her 
colleagues’ opinion gave free 
reign to whatever Microsoft 
desires. “It is difficult to 
imagine how Microsoft could 
not conjure up some techno- 
logical advantage for any 
currently separate software 
product it wished to "inte- 
grate” into the operating 
system,” she wrote. 

Privately the government 
may also hope that any 
future appeals court case is 
heard by different Judges 
among the 11 -member paqeL 

But such clutching at 
straws is misplaced, accord- 
ing to independent antitrust 
lawyers. 

Tbe only strategy open to 
the government and the 
states is to make a strong 
case against the court of 
appeals' opinion, as an inter- 
pretation of antitrust law. 

Bob Levy, visiting anti- 
trust professor at Johns Hop- 
kins University and a lead- 
ing attorney at the justice 
department in its 1950s hey- 
day, said: “Microsoft is going 
to be ecstatic about this 
because it goes to the central 
issue of tbe government's 
and the states' case. For 
there to be a tying agree- 



BIU Gates; delighted his flghtbaek is paying off 


ment, there have to be sepa- 
rate products. 

“But I think the majority 
□pinion is wrong and there 
Is a very strong case against 
Microsoft. There is a lot of 
documentary evidence indic- 
ating what the purpose of 
the bundling was. and that 
Microsoft saw these as two 
separate products. You can 
see the concern within 
Microsoft about the compet- 
ing browser program as a 
base for application pro- 
grams, and as a threat to its 
primary position in operat- 
ing systems." 

Whatever the outcome of 
the antitrust trial in Septem- 
ber, the Microsoft case is 
unlikely to end there. An 
appeal is all but certain and 
that could place the issue 
back in the hands of the 
panel that made this week's 


ruling - or their peers in the 
appeals court panel. 

Ultimately, the case may 
well be referred to the US 
supreme court for a decision 
which defines the competi- 
tive rules of the computer 
industry for the start of the 
next century. 

By then. Windows 98 will 
be history. In the meantime, 
antitrust lawyers may con- 
tinue their arguments but 
tens of millions of consum- 
ers can continue to use 
Microsoft's Windows - 
together with its internet 
browser - without concerns 
about a legal cloud over the 
product. Moreover, the pros- 
pects of legal intervention 
significantly reshaping com- 
petition in the software mar- 
ket appear to have receded. 

Windows 98, Page 19 


Japan ‘must 
take decisive 
measures’ 
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By Gerard Gaiter In Washington 


Tbe US yesterday stepped up 
its calls for Japan to act 
urgently to halt its economic 
and financial crisis with 
decisive measures to stimu- 
late- domestic demand and 
shore up Its banking system. 

As new signs emerged that 
last week's currency market, 
intervention to prop up the 
yen might hove been insuffi- 
cient to stop the Japanese 
currency’s decline, Lawrence 
Summers, the US deputy 
Treasury secretary', warned 
that Asia was at a “pivotal 
moment ”, dependent on deci- 
sive action by Tokyo to halt 
its slide into slump. 

“What is crucial now, in 
tbe Asia region and the 
world as a whole, is tbai 
Japan should take concrete 
and early action in these 
areas, aimed at restoring 
confidence and growth." Mr 
Summers told a Senate for- 
eign relations subcommittee. 

Mr Summers, in his first 
full remarks since last week- 
end’s meeting of Group of 
Seven and Asian finance offi- 
cials in Tokyo, repeated his 
warning that last week's 
intervention, in which the 
US participated for the first 
time in nearly three years, 
had a limited objective: to 
give Japan breathing space 
to press ahead with mean- 
ingful reforms. 

"The actions last week cre- 
ated a window of opportu 
nity for action. 

“But the key, what is of 
overwhelming importance 
going forward, is for the Jap- 


anese authorities to rapidly 
take advantage of this win- 
dow while it is open, by 
implementing effective pol- 
icy actions.” 

Biu even as Mr Summers 
spoke, there were signs in 
the foreign exchange mar- 
kets that the window might 
be closing. 

The dollar edged further 
up from last week's post- 
intervention level of Y136 to 
the US dollar to just over 
Yl-JO. on renewed concern 
about the health of the Japa- 
nese economy. 

If the dollar continued to 
rise, the US rould find itself 
in an increasingly tricky pre- 
dicament. 

Having linked its interven- 
tion In currency markets to 
decisive action hv Japan, the 
US would almost certainly 
have to continue intervening 
if Tokyo took the measures 
it had promised to bolster Its 
economy. 

If those measures do not 
produce quick results, 
the US and Japan could 
be farced to go on interven- 
ing, to prevent the yen’s 
slide from becoming a 
full-blown international 
financial crisis. 

Mr Summers again praised 
the Japanese authorities for 
their commitment to reform 
but insisted that more action 
was needed. 

“While the passage last 
week of a significant stimu- 
lus package is a welcome 
step, we remain very con- 
cerned about Japan’s eco- 
nomic and financial situa- 
tion.” he said. 
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Airship industry prepares for take-off 


Modem, safer craft abie to stay aloft for 
two days and carry heavy loads are 
carving out new air transport markets, 
reports Michael Skapinker 


In 1937. the Hindenburg. an 
804-foot German Zeppelin 
airship, burst into flames 
above Lakehurst. New .Jer- 
sey. Thirty six of the 97 
people on board were kilted 
and the dream of flying pas 
senders around the world in 
graceful, near-silent luxury 
appeared to have died with 
them. 

This weekend, however, 
engineers and enthusiasts 
from around the world will 
gather at an international 
convention in Bedford to 
exchange ideas, discuss pro- 
totypes and tell the world 
that the age of the airships 
has come again. 

Airships never entirely 
disappeared. Arnold Naylor, 
technical manager of the 
Royal Aeronautical Society 


in Urtidun. says there are 38 
airships flying today. Many 
of them carry advertising. 
Others provide aerial Film of 
spun ms events such as foot- 
ball's World Cup. 

But Mr Nayler and compa- 
nies in the US, Europe and 
South Africa argue that air- 
ships can be used much 
more widely. They envisage 
airships hovering over disas- 
ter areas, helping to direct 
relief efforts. They wiD pro- 
vide early warning systems 
against military attack, with 
radar equipment mounted in 
their envelopes. They could 
he used tn transport cargo, 
uichiiiing machinery that is 
tim bulky to be carried by 
mmi. 

They will also be used, 
their champions argue, to 


carry tourists on pleasure 
trips, where, in the words of 
one airship company, “they 
can be drowned in smoked 
salmon and champagne". 
But is this the worst fate 
that could befall them? 
Didn't the Hindenhurg show 
that airship travel is 
extremely dangerous? 

No, the airship enthusiasts 
say. The Hlndanbing caught 
fire because Its envelope was 

filled with highly flammable 
hydrogen. Modern airships 
are kept aloft by helium, 
which is non-flammable. Sir 
John Walker, chairman of 
Airship Technologies, a UK 
company, says helium-filled 
airships are “flying fire 
extinguishers”. The ffinden- 
burg was a "flying bomb". 

Although they are rela- 
tively slow, travelling at no 
more than 80 knots, the Air- 
ship Association, represent- 
ing most of the companies 
Involved in the nascent 
industry, says airships oper- 
ate well in severe weather. 


They can fly through strong 
winds - although they might 
find it difficult to take off 
and land in severe gusts - 
and are less vulnerable than 
conventional aircraft to 
snow and ice. 

Airship Technologies, 
which is based In Bedford- 


Airships have 
some advantages 
over helicopters, 
says Britain's 
trade department 


shire, is a world leader in 
the drive to develop a new 
range of airships. Its prede- 
cessor companies built tour- 
ist airships and won a con- 
tract to build an early 
warning airship for the US 
Navy. 

It recently received 


£230.000 in development 
assistance from the UK 
Department of Trade and 
Industry, which said airships 
offered several advantages 
over helicopters. 

"New generation airships 
mil be able to carry 50 pas- 
sengers and remain airborne 
for two days. A helicopter, at 
the same purchase price, can 
carry only 20 passengers for 
around three hours," the 
department said. 

Airship Technologies is 
building two new airship 
models, which should be fly- 
ing within a year. The first, 
which seats five passengers, 
will be used mainly by 
advertisers and will sell for 
81.7m. The second, selling 
for him, will be able to 
carry 52 people, and will be 
used for pleasure jaunts. Air- 
ship Technologies plans to 
cany passengers on trips 
from London's Docklands 
over Windsor Castle. 

Another company prepar- 
ing to enter the market is 


steeped in airship history. 
Zeppelin Luftschlfitechnik is 
flight testing its first airship 
since the second world war, 
and expects to receive certi- 
fication from the German 
authorities next year. It 
plans to sell the 14-seater air- 
ships for DMi3m ($ 7 . 3 m) 
each and already has five 
orders from companies In 
Switzerland and Germany. 

A South African airship is 
also being built and a Dutch 
venture. Rigid Airship 
Design, plans to fly flow- 
ers from the Netherlands to 
London far more quickly 
than they can be transported 
by road. The Dutch com- 
pany. however, has not 
yet built a prototype 
airship. 

Mr Nayler does not believe 
conventional aircraft or heli- 
copters have anything to 
fear from airships. "They're 
not going to replace any- 
thing that exists. They've 
got a market all their own,” 
he says. 
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France offers to check US I Road accidents third 


claims 


Iraqi nerve gas biggest kill er by 2020 


By Midtael Littlejohns at the 
United Nations in New York 




The United Nations 
Commission on the disarm- 
ing of Iraq has proposed that 
laboratories in France and 
Switzerland be employed to 
verify a report by US mili- 
tary experts that they found 
traces of VX nerve an*, in 
Iraqi warhead fragments, 
indicating a readiness to use 
the chemical in the Gulf 
war. 

As Richard Butler, the 
chairman of the commission, 
yesterday briefed the Secu- 
rity Council on his recent 
talks in Baghdad about a 
new, intensified two month 
inspection programme. Alain 
Dejammet, French delegate, 
said France was willing to 
have its laboratories test the 
warhead material. 

In the meantime, be said, 
“we are not challenging any 
information given to us“., 
But. referring to a leak to 
the Washington Post about 
the test results. h»* added. 
“We would prefer to have 
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Richard Butler at the UN 
yesterday 


the in format ion from 
U ns com.” the acronym for 
the commission. 

However. Sir John Weston. 
UK delegate, said that he 
and the other permanent 
members of the Security 
Council bad received infor- 
mation about the test results 
Iasi week, days before the 
press report. 

Rejecting suggestions that 
iht- leak was politically moti- 
vated. coming as it did on 


the eve of Mr Butler's testi- 
mony, Bill Richardson, US 
delegate, said he would 
favour an investigation into 
how this occurred. 

But he and other members 
emphasised that the issue 
was one of “Iraqi deception" 
not the source of the report 

The US would have no 
objection to Independent ver- 
ification of the American 
test results. 

It was the second time this 
month Mr Butler had testi- 
fied before the 15-nation 
council, several of whose 
members, notably Russia. 
France and China , are impa- 
tient for the lifting of sanc- 
tions - action that requires 
certification by the commis- 
sion that its task was com- 
plete. UK diplomats said that 
the tests of warhead frag- 
ments which disclosed traces 
of VX. a chemical agent so 
powerful that the tiniest 
drop can kill, confirmed the 
suspicions of members who 
disbelieved Iraq's assertions 
that It had not “weaponised" 
the gas. Unscom now would 


have to "go back to the 
drawing board on VX," one 
official said. 

Another Kyday review of 
sanctions is to be conducted 
today. Even before the latest 
disclosures seemed to dim 
any prospect for early relief, 
no change in the sanctions 
regime had been contem- 
plated since Unscom, by 
agreement with Tariq Aziz, 
Iraqi deputy prime minister, 
has an Intense two-month 
inspection programme 
ahead. Mr Butler is due bade 
in Iraq in August and a 
full-scale review of Iraqi 
compliance with UN 
demands is scheduled for 
October. 

Iraq, which invariably dis- 
putes elements of Unscam’s 
periodic reports, rejected the 
results of the VX tests, 
asserting that because of 
“production failure" it could , 
not possibly have employed 
the agent in weapons and 
demanded that further test - 1 
ing of the warhead frag- ! 
meats be done in a neutral , 
country. 


By Frances Wflfians in Geneva 


Traffic accidents will be the 
third biggest cause of death 
and disability by 2020, just 
behind clinical depression 
and heart disease, the Inter- 
national Federation of Red 
Cross and Red Crescent Soci- 
eties predicts in its annual 
World Disasters Report* pub- 
lished yesterday. 

The federation, which 
groups 175 national societies, 
says road accidents now kill 
half a million people a year 
and injure another 15m, 
many more than are killed 
and maimed in wars and 
natural disasters. Over the 
past century (the first 
recorded pedestrian death 
was in 1896), the car has 
claimed an estimated 30m 
lives. 

The ninth biggest cause of 
death In 1990, traffic acci- 
dents are the single largest 
killer of prime-age males 
aged 15-44. Between 1990 and 
2020 traffic volumes are 
expected to double,- with 
most of the increase coming 


in poorer nations. 

Though the death toll is 
falling tn the industrialised 
countries, it is rising swiftly 
in developing nations which 
already account for 70 per 
cent of road totalities. 

Astrid Heiberg, federation 
president, says traffic acci- 
dents cost developing coun- 
tries about $53bn annually, 
“almost as much as all the 
aid they receive”. Children 
and the poor tend to be the 
main victims. 

Fatality rates per 10,000 
vehicles range from ill In 
Ghana and 191.6 in Ethiopia 
to just 1.9 in Australia and 
ja pan 

The federation attributes 
this partly to cluttered roads 
in poor nations where cars 
share space with pedestri- 
ans, cyclists and animals. 

Engineering solutions 
such as separating traffic 
types or the providing of 
street lighting are tor more 
effective in cutting road acci- 
dents than trying to change 
driver behaviour, the report 
says, though it also advo- 


cates safety education for all 
groups. 

Elsewhere, the federation 
expresses concern about a 17 
per cent drop in global 
humanitarian funding 
between 1992 and 1996. 
expressed In real terms 
adjusted for inflation. 

Aid by the main donor 
countries as a share of gross 
domestic product fell to a 
record low of 0JS per cent in 
1996, which compares with 
the United Nations target of 
0.7 per cent of GDP. 

Scarcer resources have 
been accompanied by pres- 
sure to deliver better value 
for money and promote 
donor policies to Improve 
human rights, promote good 
governance and reduce con- 
flict 

This has created a difficult 
and far more politicised 
environment for many non- 
governmental aid agencies, 
the report notes. 
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By David Buchan, 

Diplomatic Editor, In London 


US companies lead surge in R&D 


By C8ve Cookson, 
Science Editor 
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American companies led a 
worldwide surge of invest- 
ment in industrial research 
and development last year, 
according to the annual 
International R&D Score- 
board published today. 

The world's top 300 compa- 
nies spent £131 bn ($216bn) 
on R&D. 12.8 per cent more 
than in 1996. while the 133 
US companies in the score- 
board raised total spending 
by 17 per cent to £59bn 
(S97bn). 

Bath increases are the 
largest recorded since the 
UK Department of Trade and 
Industry started compiling 
the R&D scoreboard in 
1991. 

Most European countries 
achieved respectable 
increases in R&D spending, 
though few came close to the 
US (see table). Japan's 
Increase was 9 per cent. 

Swedish companies stood 
out with an aggregate 26 per 
cent growth in R&D invest- 
ment. Ericsson, the telecoms 
manufacturer, led the pack. 
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spending £L86bn in 1997. 39 
per cent up on the year 
before and three times more 
than in 1992. 

Many international compa- 
nies in the electronics, engi- 
neering, information tech- 
nology and pharmaceutical 
sectors show huge individual 
increases in R&D invest- 
ment For example, Cisco, 
the leading US networking 
company, doubled R&D to 
$1.2bn last year; in 1994 
it had spent just 
$89m. 


Analysts say several fac- 
tors are responsible for the 
general surge In R&D spend- 
ing. Technology Is one 
driver, as companies tn a 
wide range of industries try 
to apply the fast growing 
power of electronic chips to 
their products. 

"The world is becoming 
more knowledge intensive,” 
says Margaret Sharp, senior 
fellow at the University of 
Sussex's Science Policy 
Research Unit. “The big 
European companies, which 


bad been cutting their R&D 
investment earlier in the 
1990s, are now powering 
ahead." 

Recognition is growing 
among investors of the link 
between R&D investment 
and long-term growth, says 
Paul de Sa, research fellow 
at Harvard University’s Bal- 
four Centre for Science and 
International Affairs. “Wall 
Street is becoming more 
receptive to R&D spending." 

Carol Galley, co-head of 
Merrill Lynch Mercury Asset 


Management in London, 
makes the same point "A 
successful R&D process is 
not optional but crucial to a 
successful business strat- 
egy.” she says. “Getting the 
R&D process right becomes 
even more vital tn the cur- 
rent economic climate, 
where labour and capital are 
flexible, and interest rates 
and inflation are low.” 

The most notable excep- 
tions to the trend are the 
world's two biggest R&D 
spenders. General Motors 
and Ford of the US, which 
cut their investment by 8 
and 7 per cent respectively 
to $8*8)0 and $6L3bn In 1997. 

Oil companies also slipped 
down the scoreboard. Shell 
cut its R&D spending by 10 
per cent to £403m, equal to 
just 0.5 per cent of annual 
sales. That Is lower than in 
any year since the score- 
board started; in 1991 Shell 
spent £472m on R&D. The 
decline in spending by 
Amoco has been much 
steepen from £2lim in 1991 
to £92m last year. 


See sanrey: R&D scoreboard 


A British minister 
representing the European 
Union today flies to Nigeria 
to hold talks with Abdulsa- 
lam Abubakar. its new mili- 
tary ruler, in the first thaw 
of the western diplomatic 
freeze on the country. 

The visit follows a series 
of calls to Gen Abubakar 
from Kofi Annan, the United 
Nations secretary general. 
Chief Emeka Anyaokn. his 
Commonwealth counterpart, 
and Tony Blair, the UK 
prime minister, who yester- 
day phoned Gen Abubakar 
and persuaded him to 
receive Tony Lloyd, a Junior 
Foreign Office minister. 

This follows the sudden 
death earlier this month of* 
Gen Sani Abacha, who was 
accused by foreign critics of 
rigging this autumn’s 
planned election. 

But Gen Abubakar's 
release of nine of the coun- 
try's prominent political 
prisoners, together with, a 
pledge to keep to the 
autumn timetable, helped 
pave the way to this week’s 
meeting, due to take place in 
the capital, Abuja. 

Mr Lloyd will urge Gen 
Abubakar to free Moshood 
Abiola. the man credited 
with winning the last presi- 
dential election, and remain- 
ing detainees to give real . 
content to his promise to 1 
return Nigeria to democratic 
rule. 

“The visit will allow us to 
recognise the chance of 
something happening in 
Nigeria and to say that we 
want change to be real,'’ said 
the UK Foreign Office 
spokesman. 

Mr Lloyd, who has had to 
cancel a visit to South Amer- 
ica, is cramming his trip to 
Nigeria into the last days of 
Britain's European Union 
presidency, which passes by 
rotation to Austria next 
week. The Foreign Office 
denied this amounted to 
“gesture politics". 

It said the visit was an 
“exception" w the general 
EU ban on high-level contact 
with Nigeria, and Britain 
and the EU would be 
“looking for real change on 
the ground” before relaxing 
any diplomatic sanctions. 
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Relief mingles with anxiety for Arafat as 


ness to 


wily Hamas leader heads for home 


Sheikh Yassin will help soak up Palestinian 
frustrations in the streets, but there’s a 
price to pay, reports Judy Dempsey 


S heikh Ahmed Yassin, 
founder and spiritual 
leader of Hamas, the 
Islamic Resistance Move- 
ment, was due to return to 
Gaza 1st night - giving rise 
to feelings of relief as well as 
anxiety in the Palestinian 
Authority. 

After spending nearly two 
months receiving red carpet 
treatment in Arab states, the 
blind and wbeelcbalr-bound 
Sheikh often seemed to pose 
a challenge to Yassir Arafat, 
president of the Palestinian 
Authority (PA). 

Several Arab states 
pledged financial assistance 
for Hamas's social welfare 
institutions, many of which 
Mr Arafat has closed in 
recent months in response to 
pressure from Israel and the 
US. They claimed these insti- 
tutions were indirectly 
linked to the “infrastructure 


of terrorism". Hamas 
claimed responsibility for a 
wave of suicide bombings in 
Israel during 1996 and 1997. 

Yet, however warmly 
Sheikh Yassin was received, 
there were few attempts to 
drive a wedge between 
Hamas and the PA. Arab 
states are aware that an 
open struggle between the 
two could lead to civil war in 
the West Bank and Gaza. 

“We do not want a con- 
frontation with Arafat,” said 
Ismail Abu Shanab, a deputy 
to Sheikh Yassin. The con- 
flict. he added, was with 
Israel, whose existence 
Hamas vehemently opposes 
as much it loathes the Oslo 
peace accords signed by 
Israel and the Palestinians. 

Hamas's struggle against 
Israel has been far more 
restrained of late. The most 
recent suicide bomb attack 


was last September. 

Some PA officials say 
Hamas has not struck Israeli 
civilian targets because 
there is no peace process. 
Others say it is because Mr 
Arafat has finally started 
cracking down on terrorism. 
Hamas leaders have their 
own explanation. “We will 
choose the right circum- 
stances [when to attack!,” 
said Abu Shanab. “Our strat- 
egy is to resist [the Israeli] 
occupation. This has not 
changed." 


W hat has changed, how- 
ever, is the role of 
Sheikh Yassin. 
Released from an Israeli 
prison last October, the 
Sheikh has returned to cen- 
tre stage, carefully choosing 
how and when be criticises 
Israel. And he has been 
shaping Hamas’s social pol- 
icy, which may soon evolve 
into a political strategy. 

His policy of establishing a 
broader network of welfare 
institutions, a crucial breed- 


ing ground for recruiting 
adherents to Islam, is win- 
ning wide support. The 
extent of that support is 
hard to gauge. Opinion polls 
give Hamas about 10 per 
cent of popular support but 
Hamas supporters say people 
would never admit backing 
Hamas to any opinion poll- 
ster. 

In expanding the social 
welfare network, especially 
educational activities, 
orphanages, and holiday 
camps for the youth from 
poor Camilles, Sheikh Yassin 
has managed to channel dis- 
content away from the 
streets - and the PA - to 

Hamas institutions. 

“Yassin is a safety valve,” 
said a Hamas supporter. “He 
does not want Palestine to 
aid up Hke Algeria. He is 
biding his time, not wishing 
to seed: revenge on the PA 
for how it treats us." 

This explains the sense of 
relief among the Palestinian 
leadership- It also explains 
the threat toeing Mr Arafat's 


future relations with Hamas. 

To maintain that degree of 
unity among Palestinians, 
Hama s is Increasingly in a 
position to extract political 
concessions from Mr Arafat, 
particularly as support for 
Hamas grows and the pub- 
lie's disdain for what they 
see as the PA's corrupt prac- 
tices increases. 

“Arafat knows he cannot 
continue closing social wel- 
fare Institutions," said a 
Hamas official, “it will back- 
fire on him. Such decisions 
bp the PA will radicalise 
gamas. More people will Join 
Hamas if Arafat does what 
Israel tells him to do." 

But even If the PA strikes 
a deal with Sheikh Yassin on 
Hamas' social activities, the 
unknown threat hanging 

over Mr Aratot- and indeed 

- is the organise- 
tion s military wing 

A resumption of suicide 
bomb attacks would play 
into the hands of Benjamin 
Netanyahu. Israeli prime 
min ister, who has repeatedly 
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winning support for Hamas 


said he has “zero tolerance” 
for terrorism. They would 
weaken Mr Aratot. who In 
recent months has been cau- 
tiously praised by the US 
and Israel's security services 
for cracking down on terror- 
ism. And it would possibly 
to that confrontation 
between Hamas and the PA 
which Sheikh Yassin has 
been trying to avoid. 

“Yassin and Aratot, for the 
moment, need each other,” 
said a senior Palestinian offl- 
c iaL "Neither side can afford 
to start the confrontation. 
There would be too much to 
lose.” 
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DIPLOMACY SUMMIT IMPA C T WILL B E FELT IN REGION AND BEY OND 

Tip-toeing towards 
warmer relations 

James Kyage reports on the likely directions that diplomatic 
ties between the Pacific giants will take after the summit 


President Richard 
Nixon’s historic visit 
to China in 1972 Is 
still called the “Nixon 
shock” in Japan because it 
rocked Japanese assump- 
tions of their place in the 
world. 

President Bill Clinton's 

first visit to China - he set 
out from Washington yester- 
day afternoon on an 15 -hour 
flight - Is also expected to be 
a seminal diplomatic, event. 
Repercussions of a “regular- 
isatjon" of ties between the 
world's only superpower and 
Asia’s emerging giant will be 
felt throughout the region 
and beyond. 

The summit will provide 
both sides with a series of 
benchmarks to refer back to 
for many years,” said one 
foreign diplomat in Beijing. 

But for the Japanese, 
things do not appear half as 
bleak as they did in 1972. 
The US has taken care that 
its wanning ties with Chi- 
na's military have been 
matched by a corresponding 
thaw between the defence 
establishments in Tokyo - 
Washington’s key ally in 
Asia - and Beijing. 

“The issue is whether 
China can be brought into a 
triangular relationship in 
which the US-Japan relation- 
ship has long been the bed- 
rock,” said Kenned] Lieber- 
thal, professor of politics at 
the University of Michigan. 

Chinese officials have also 
expressed a hope that a tri- 
angular military relationship 
could emerge from what are 
now mostly informal con- 
tacts. One official said that 
although Japan and the US 
were closer to each other 
than either was to China, 
there was scope for Beijing 
to develop in such a relation- 
ship as Tokyo was often 
frustrated with US pressure. 

. Whether the military rela- 
tionship, and a range of dip- 
lomatic contacts, can deve- 
lop with the US depends to a 
large extent on the question 
of Taiwan, Chinese officials 
and western diplomats say. 

Beijing sees in Washing- 
ton’s desire to engage China 
. militarily a lever by which 
to persuade the US to down- 
grade its ties with Taiwan 


and reduce arms sales to the 
island, which sees itself as a 
separate political entity from 
China and where opinion 
polls show growing support 
for separatist sentiment. 

Sensing this drift towards 
Independence, Beijing has 
recently shown that it win 
allow “positive’' US interven- 
tion in the Taiwan issue, sig- 
nalling a softening of Chi- 
na’s longstanding 
that Taiwan is a strictly 
internal affair . “We do not 
reject positive help from out- 
siders as long as it. is 
directed at reunification,” 
said Jja Qinggno, professor 
at the School of Interna- 
tional Studies at Peking Uni- 
versity. 

China now wants Wash- 
ington to c ommi t itself again 


‘We do not reject 
positive help from 
outsiders as long 
as it is directed at 
reunification’ 


to a 1982 communique .which 
pledges to reduce anus sales 
to the island. It also wants 
the US to put in writing the 
promise of “three nos": “no 
one China, one Taiwan; no 
Taiwan independence; no 
Taiwan membership in the 
United Nations". It would 
like Washington to pledge 
not to transfer anti-missile 
technology to Taiwan. 

The rationale for a contin- 
ued US-China military 
engagement appears to be 
powerful Fruits are already 
evident China has “stopped 
criticising the deployment of 
100, 000- strong US forces in 
East Asia and stopped critic- 
ising the five US alliances in 
East Asia,” said David 
Shambaogb, professor of 
political science and interna- 
tional affairs at George 
Washington University.- 

In other parts of Asia, 
however, the improving dip- 
lomatic ties between . China 
and the US vha^gieen 
viewed with suspicion^ not 
jealousy. Indian commenta- 


tors have said an increas- 
ingly “bipolar” relationship 
between the US and China 
had reinforced perceptions of 
Washington's neglect toward 
New Delhi. This, they said, 
was part of a complex web of 
emotions and perceptions 
which led to Intfla’s recent 
nuclear tests. 

But if New Delhi had 
hoped the tests would 
redress the diplomatic bal- 
ance in its favour, it will so 
tar have been disappointed. 
Chinese and US officials held 
consultations of unprece- 
dented intensity before a 
meeting of the permanent 
five members of the UN 
Security Council in Geneva 
this month on the question 
of how to prevent a nuclear 
arms race in Sooth Asia. 

Other Issues of concern 
include maintaining stability 
oh the Korean peninsula. 
North Korea suggested 
recently it was thinking of 
resuming development of a 
nuclear power programme 
which could have weapons 
applications. China, as North 
Korea’s most important 
neighbour, wields some 
Influence In Pyongyang. . 

But although the prolifera- 
tion of Chinese diplomatic 
contacts tends to increase 
Washington’s need to engage 
fiihtna, there remain grounds 
far a belief that one aim of 
Beijing’s central policy of 
“multipolarity" is to reduce 
the relative power of the US. 

Rong Dianxin, deputy 
director of the Institute of 
World Economics and Poli- 
tics at the state's Chinese 
Academy of Social Sciences, 
said the process of globalisa- 
tion did not mem that the 
world would adopt a single 
(US) value system. 

Biit he added although 
there would inevitably he 
tensions as Chinese power 
grew relative to that of the 
US, this would not necessar- 
ily lend to conflict as many 
f-temnftis of communication 
have been established. “The 
gentleman agrees to dis- 
agree. Small men bicker 
even though their views are 
identical,” be said, quoting a 
( j^Upse proverb. 

Sea Comment and Analysis 
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Getting down to business in Shanghai 


Asia’s crisis has exposed the Importance 
of US markets and investors to China's 
faltering economy. James Harding reports 


When President Bill 
Clinton visits Shang- 
hai next week, he 
will be surrounded by busi- 
nessmen. But they will not 
he Americans; they will be 
Chinese. 

Unlike other foreign digni- 
taries who have come to 
China in recent years with 
executives in tow hungry for 
deals. Mr Clinton Is leaving 
the captains of corporate 
America behind, hurfoart, the 
president is due to have 
lunch with some local entre- 
preneurs in Shanghai, Chi- 
na's aspiring commercial 
and financial centre. 

With this undiamatic ges- 
ture, Mr Clinton’s tour of 
China will underline a quiet 
but important reversal in the 
Sino-US diplomacy of big 
business. ;* 

While Washington has 
been spooked by the political 
fallout of business dealings 
with the Chinese and is 
playing down the commer- 
cial aspects of its China pol- 
icy. Beijing’s commercial 
agenda has become an acute 
priority of its relationship 
with America. 

Asia's financial crisis has 
exposed the importance of 
the US markets and US 
investors to China's faltering 
economy. And ambitious 
industrial corporations are 
viewing cordial ties with 
the US as a prelude to 



The troubled tfiptomatlc road: President Richard Ntaffl with Premier Zhou Eniai daring the late US presWenfs visft to China in 1972; a 
protester In Tiananmen Square hi 1980; China 1 * President Jiang Zemin in Seattle In October 1997 

Witness to the start of things 
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Winston Lord, 
assistant to Henry 

Kissinger at’ the 

National Security Council in 
the early 1970s, can claim a 
special distinction. 

As a member of Dr Kis- 
singer's secret mission _ to 
Beijing in July 197L which 
paved the way for a resump- 
tion of Sino-US relations, he 
was the first American offi- 
cial on Chinese soil since the 
1949 Communist revolution. 

He had travelled to Beijing 
on the Pakistani president's 
aircraft and bad positioned 
himself at the front of the 
aircraft when it touched 
down and disgorged Dr Kis- 
singer and his team- 
There will hardly be a 
more interested observer in 
the outcome of President BUI 
Clinton’s visit to China than 
Mr Lord, who went on to 
serve as ambassador in Bei- 
jing during the Bush admin- 
istration and more recently 
as assistant secretary of 
state for East Asian affairs 
In the Clinton White House. 

This week, he recalled the 
intrigue that accompanied 
Dr Kissinger's highly sensi- 
tive negotiations in Beijing 
in the summer of 197L These 
led to President Richard Nix- 
on's historic visit to China in 


February 1972 and signing of 

the ffhanghai communique, 

which is the blueprint for 
Sino-US relations to this day. 

“Everyone understood the 
drama and significance of 
our secret mission to Bei- 
jing. We knew we were in 
the midst of a geopolitical 
earthquake, but no one 
expected 2S years ago we 
could become allies," he 
says. 

For nv»*na, the rapproche- 
ment lessened Its diplomatic 
isolation and opened the 


unlikely partners driven by 
their own competing views 
of history and their respec- 
tive roles. Richard Nixon, 

. avowed anti -Communist, 

and Mao, Wplrmg enemy of 
“US imperialism", were the 
architects of the rapproche- 
ment; Dr Kissinger, then 
national security, adviser, 
and Zhou Eniai. Mao's right 
han d, were the technicians. 

Nixon, Mr Lord recalls, 
“made a special effort to 
slide forward" and shake 
Zhou Enlai’s hand on arriv- 


‘Evevyone understood the drama and 
significance of our secret mission’ 


way for engagement with 
the outside world. However, 
the international outlook 
then was clouded and Chi- 
nese domestic politics ware 
complicated. 

■nie Vietnam war rumtued 
on, the Cold War embittered 
Soviet-US relations, arch- 
rivals China and Russia tee- 
teed on the brink- of con- 
flict and in China the linger- 
ing Cultural Revolution and 
an ailing Mho Zedong’s last 
days made things unpredict- 
able. . . 

Nevertheless, an historic 
moment was captured by 


tag in Betting and thus put 
hrfiind StnoUS relations the 
egregious slight which John 
Foster Dulles, secretary of 
state under Eisenhower, bad 
twflirbwi on Zhou. 

At talks convened in 
Geneva in 1954 to settle the 
Pranco-Vletnamese war, the 
fiercely anti-Communist 
Dulles bad turned Ms back 
on Zhou when the latter 
proffered has hand. 

But is the winter of 1972 
those slights were put aside, 
anrf Nixon in an extraordi- 
nary encounter with Mao 
helped set the stage far an 


enormous shift in global 
power relationships. 

As Mr Lord recalls, the 
discussion between Nixon 
and Mao had seemed 
sketchy insubstantial . . . 
until his American Interlocu- 
tors studied the transcript 
and discovered that China’s 
leader had, with' a few 
earthy observations, boldly 
outlined his vision of the 
way forward. 

That meeting of two of the 
20th oratory's most contro- 
versial figures propelled a 
long-dormant relationship 
Into the modern era. Mr 

Clinton’s mission this week 
owes much to the extraordi- 
nary Nixon-Mao encounter, 
but it is unlikely his 
disenssions with Jiang 
Zemin win take such colour- 
ful turns. 

More than two decades 
since Nixon’s visit the rela- 
tionship has moved forward 
in fits and starts, but rela- 
tions have broadened signifi- 
cantly. 

“For Mr Clinton and Mr 
Jiang," Mr Lard says, “eco- 
nomic relations are no lon- 
ger simply a matter of trade 
and investment, but in light 
df Asia’s finawdai troubles 
how two great nations can 
work together on the inter- 
national economy." 


contracts in America. 

At Qingdao Haier, one of 
China's leading exporters of 
household electrical appli- 
ances, one executive said he 
hoped “the summit will cre- 
ate opportunities and room 
for Haler’s further develop- 
ment in the United 
States... In the next five 
years, Haier plans to set up a 
white goods assembly opera- 
tion in North America to 
develop the US markets by 
localising manufacturing.'' 

Another of China's white 
goods makers. Guangdong 
Kelon, also views Mr Chil- 
ton's visit as a potential pre- 
cursor to greater business in 
America. “It is certain Kelon 
will invest in America, said 
Liu Jinxlang, a company 
spokesman. “The question is 
when." 

China's economy is slip- 
ping hehinri its growth tar- 
get far 1998, dragged hack by 
a 40 per cent cut this year in 
Japanese foreign direct 
investment and the collapse 
of overseas sales to Asia. 

The value of direct US 
Investments in China has 
multiplied six times in six 
years, bringing overall 
actual investment to just 
over $18bn and, even by 
China's conservative cal-, 
dilations on exports, sales 
of Chinese goods to America 
have | grown from just' 
under $9bn in 1992 to 


more than $32bn in 1996. 

Asia's collapse has there- 
fore magnified the signifi- 
cance of US business - pro- 
pelling up China's 
diplomatic agenda demands 
for permanent Most 
Favoured Nation status, a 
cut in US quotas on Chinese 
imports and an end to trade 
sanctions and financing 
curbs that have impeded US 
investment since the Tianan- 
men massacre of 1989. 

For much of the 1990s, 
business was seen by the US 
as one of the benefits of 
“engaging” with China. The 
mythical billion-person mar- 
ket promised to help US 
companies reach growth tar- 
gets and while the US gov- 
ernment was seen as critical 
in opening the doors - and 
wallets - of the Chinese, 
there was political capital in 
a partly contract-driven 
C hina policy. 

But over the last 18 
months, business with the 
Chinese has become an 
incendiary issue for Mr Clin- 
ton. 

Allegations of indirect Chi- 
nese funding and donations 
from China-oriented US com- 
panies for his last presiden- 
tial election campaign, as 
well as America's enormous 
sensitivity over exporting 
jobs to Chinese factories, 
have muted the administra- 
tion's public enthusiasm for 
US-China business. 

Further, failure of promi- 
nent US ventures in China 
and a mushrooming trade 
deficit mean the Slno-US 


Opportunity for 
Beijing to spur 
talks on WTO 


commercial relationship is 
anything but a political tro- 
phy these days. 

Beijing and Washington 
dispute the size of the trade 
gap. China says its trade sur- 
plus is just over $ 10 bn; the 
US says it could exceed 
SSQbn this year. But the ben- 
efits of the trade relationship 
are still clearly skewed in 
China's favour: China's 
exports to the US rose 18 per 
cent this year while imports 
from the US have grown by 
only 2.6 per cent. 

On Ms nine-day tour of 
China, Mr Clinton has only 
one fixed engagement with 
the US business community 
- a breakfast with the Amer- 
ican C ham ber of Commerce 
in Shanghai. 

There will be a some con- 
tracts, expected to be signed 
on Monday in the presence 
of William Daley, IIS com- 
merce secretary, but Mr 
Clinton will not be at the 
signings. These are touted to 
include procurement of more 
Boeing aircraft a couple of 
contracts in the energy sec- 
tor and a telecoms deal. 

Mr Clinton's absence from 
the signing ceremonies 
partly reflects a shift in the 
handling of commercial 
issues in China, focusing on 
business conditions ratber 
than contracts. Charles Wu, 
chairman of the American 
Chamber of Commerce in 
Shanghai, says the chief pre- 
occupation of a more mature 
US business community in 
China has become operating 
conditions: “The concerns 
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are about intellectual prop- 
erty rights, transparency of 
regulations and the rule of 
law." 

These are the business 
issues, together with greater 
market access and China's 
entry into the World Trade 
Organisation, that Mr Clin- 
ton is expected to address. 
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By Guyde Jonqaferas 

'Until recently, the 

I US-China summit 
bad seemed an unri- 
valled opportunity to make 
meaningful progress on Bei- 
jing’s 11-year-old application 
to join the World Trade 
Organisation. But in spite of 
weeks of intense bilateral 
negotiation, there is no sign 
of any decisive shift in the 
logjam. 

Barring a last-minute 
breakthrough, the main 
achievement of the exercise 
may simply be to throw into 
sharper relief the remaining 
obstacles to China's WTO 
entry. Many observers doubt 
the summit will produce 
much more than a statement 
emphasising the need to con- 
tinue efforts to make prog- 
ress on the issue. 

Some in Beijing appar- 
ently hoped the summit 
would yield an outline agree- 
ment on membership terms, 
or at least a commitment to 
achieve one by the end of 
the year. That view appears 
to have been inspired partly 
by the belief that China 
deserved a reward for its 
efforts to stabilise Asia's eco- 
nomic crisis. 

However, there are severe 
domestic constraints on 
President Bill CUnton’s abil- 
ity to strike a political deal 
of that kind, even if he 
wanted to, while China con- 
tinues to shy away from 
more aggressive trade liber- 
alisation. 

For Mr Clinton to do so 
would not only enrage US 
critics of his “constructive 
engagement" of Beijing. It 
would risk alienating domes- 
tic business lobbies, which 
support the policy because 
they hope it wifi persuade 
China to open Us market. 

Demands by the most 
influential of these lobbies 
have shaped US trade negoti- 
ators’ pre-summit agenda, 
which has concentrated on 
finan cial services, agricul- 
ture and distribution. But 
progress appears to have 
been patchy, at best 


US and European Union 
insistence that faster exter- 
nal liberalisation would 
underpin China’s domestic 
economic reforms is said to 
have cut little ice. Some in 
Beijing argue that opening 
its market would jeopardise 
the reforms by further desta- 
bilising the economy and 
harming economic growth. 
They object that by submit- 
ting itself to binding WTO 
disciplines, China would 
forgo the freedom to reverse 
liberalisation If it did not go 
as expected. 

Another element shaping 
China's attitude is its recent 
drive drastically to slim 
down central government. 
The ensuing bureaucratic 
turmoil has made it even 
hards* to focus official atten- 
tion on the tough decisions 
and fundamental policy 
changes which WTO mem- 
bership requires. 

Beijing may have con- 
cluded that it is under no 
immediate pressure to meet 
Washington’s demands for 
trade liberalisation, because 
the US seems certain to 
renew (his summer the Mast 
Favoured Nation trade sta- 
tus which guarantees its 
exports favourable tariff 
treatment 

However, even western 
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on almost any terms, con- 
demn its liberalisation pro- 
posals as inadequate. 

Although Beijing has 
repeatedly offered to lower 
average industrial tariffs, it 
is still balking at cutting its 
highest duties. Furthermore, 
the practical benefits of tar- 
iff cuts so far remain 
extremely limited while it 
continues to impose tight 
restrictions on the domestic 
distribution of imports. 

Beijing's offers to date to 
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Beijing’s offers to liberalise trade in 
services are widely seen as minimal 


observers who sympathise 
with the huge challenges fac- 
ing China's leadership think 
Its confidence on that score 
may be misplaced. They 
warn that MFN renewal will 
not be enough to restrain 
pressure on Washington to 
curb Chinese exports if the 
US deficit mi bilateral trade 
continues to rise. 

There are also signs that 
WTO members' patience 
with Beijing’s desultory 
approach to its entry talks is 
starting to wear thin. Even 
developing countries, which 
once wanted China admitted 


liberalise trade in services, 
such as banking, insurance, 
securities and the practice of 
law, are widely regarded as 
minimal, while it has done 
little to remove barriers to 
agricultural Imports. 

A still more fundamental 
criticism is that the negotia- 
tions are being held back by 
a pervasive lack of transpar- 
ency in China's economy, 
particularly in respect of the 
massive subsidies which 
stem from decades of state 
intervention. 

The US and EU are pre- 
pared to allow China a tran- 


sition period to adjust to the 
obligations of WTO member- 
ship after it joins. However, 
western officials say Beijing 
still does not appear ready 
even to commit itself even to 
an extended liberalisation. 

Trade diplomats say China 
risks seeing its membership 

application sidelined unioo a 

tt makes a big effort to con- 
clude negotiations by the 
end of next year, when the 
WTO is due to launch a 
drive to free farm trade. 

That push, which is due to 
be expanded to services in 
2000 and may evolve into a 
comprehensive trade round, 
will preoccupy members' 
attention for several years. It 
is expected to result in 
agreements which will 
require China to commit 
itself to even more radical 
trade liberalisation if it is to 
qualify for WTO entry. 

“President Clinton’s visit 
is a very important opportu- 
nity for the Chinese to 
start breaking the bade of 
the WTO entry talks," says 
a western trade dip- 
lomat 

“if they miss it, they 
will not only lose valuable 
time. They will create the 
impression that they are los- 
ing interest In the whole 
idea.” 
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ENERGY REVIEW MINISTER TO PROPOSE TIGHTER REGIME 


Plans for clean coal 
technology dropped 


Most costly building must balance the books 


PoBtica! Correspondent 


The government has 
dropped plans to support 
clean-coal technology os part 
of its energy review which 
Margaret Beckett, the chief 
industry minister, will 
unveil today. 

Ministers have concluded 
that It would be too expen- 
sive to subsidise the 
clean-up of coal-fired power 
stations or force generators 
to Install costly exhaust gas 
scrubbing equipment. 

The decision will he partic- 
ularly disappointing for the 
Welsh mining Industry 
which fears that without 
clean-coal technology 
National Power will close its 
Abertbaw, south Wales, 
power station on environ- 
mental grounds. Closure 
would threaten Jobs at Celtic 
Energy and the employee- 
owned Tower colliery. 

Mrs Beckett will today 
announce a crackdown on 
granting of permissions for 
new gas power stations until 
"distortions" in the energy 
market, that discriminate 
against coal, are eliminated. 
Mrs Beckett will propose 
reform of the electricity 
pool, the wholesale market 
to create a more “level 
playing field” far coat 

The tighter regime is 


N Ireland bills 
could be cut 


Northern Ireland consumers 
Could see their electricity bilks 
cut by 2 per cent after a High 
Court decision in Belfast - the 
region's principal dty - which 
could have Important 
implications for the UK utility 
Industry, John Murrey Brown 

writes. 

The court ruled In flavour at 
Ofreg, the province's electricity 
regulator. In his dispute over 
prices with Vlrkflan, the 
province's distribution, 
transmission and supply 
company. 

The decision, which saw 
shares in VI rid! an. the former 
Northern Ireland Electricity 
company, tall 25p to 564p, 
appears to run counter to what 
Industry analysts anticipates will 
be the government's 
recommendations - to make 
the Monopolies and Mergers 
Commission the arbiter of 
prices in the utility sector. 


expected to see the blocking 
of some projects that already 
have so-called Section 36 
consents. Some project 
developers have Indicated 
that they will consider legal 
challenges in such circum- 
stances. 


Following today’s 
announcement, the govern- 
ment hopes that the 
generators will be able to 

sign long-term coal contracts 

with RJB Mining, the main 
coal producer, safe- 
guarding tho usand s of min- 
ing Jobs. 

However, the generators 
are. unlikely to be prepared 
to sign long-term contracts 
without “break" clauses that 
would allow them to be can- 
celled if, tar example, a large 
number of new gas stations 
were allowed through. 

It is not clear whether 
such contracts would give 
RJB the security to make 
long-term Investments in its 
pits. 

The government's propos- 
als have been watered down 
by the prime minister's 
office following warnings 
from the Confederation of 
British Industry, the princi- 
pal employers' organisation. 
But they are still likely to be 
criticised by Stephen Little- 
child, the electricity regula- 
tor, who has opposed any 
tightening of consents for 
new gas stations. 

The prime minister’s office 
yesterday insisted that the 
proposals would merely deal i 
with the "removal of distor- 
tions" and that there would 
be “no subsidies for imeom- 
petit! ve industries". 


Strong 

pound 

‘keeps 

tourists 


Treasury alters 
policy on 
pension reform 


away 


By Liam HaHgan, 
Political Correspondent 


By Scheheraz ad e 
Daneshkhu, Leisure 
Industries Correspondent 


The strong pound continues 
to deter tourists from visit- 
ing Britain, according to 
government, figures pub- 
lished yesterday. 

Tourists to Britain fell by 
3 per cent to 6.&n in the first 
four months of the year com- 
pared to the same period last 
year, according to figures 
released by the Office of 
National Statistics. 

The figures come just a 
day after the government's 
balance of trade statistics 
showed that the deficit in 
the travel budget in the first 
quarter had hit £1.7bn 
($2.83bn). on a seasonally 
adjusted basts - the highest 
quarterly travel deficit on 
record. 

The development of cheap 
overseas package holidays 
has accelerated the trend 
towards holidaying abroad. 
The number of people taking 
their main holiday in Britain 
has fallen over the last 20 
years, from 27m in 1975 to 
16.5m in 1996. Those taking 
their main holiday abroad 
rose from 6.75m to 17.5m 
over the same period. 

In recent months, record 
numbers of Britons have 
been taking advantage of the 
strong pound and recent 
building society windfalls to 
travel abroad, while the 
strength of the pound has 
made Britain a relatively 
expensive destination for 
visitors from abroad. The 
economic downturn In Asia 
has also depressed visitor 
numbers from the region. 

The number of Britons 
holidaying abroad rose by 
13 per cent to 13.3m In the 
first four months of the year 
compared to the same period 
last year. Visits to North 
America were 12 per cent up 
cm last year and those holi- 
daying in western Europe 
rose by 13 per cent 

However, tourists from 
western Europe to Britain 
fell by 3 per cent and from 
the rest of the world by 12 
per cent. Visitors from 
America continued to rise 
although the rate of growth 
was slower than in recent 
months at 6 per cent. 

The amount spent by Brit- 
ons abroad increased by 13 
per cent to £5.1bn while 
overseas visitors to the UK 
spent £3.2hn - 1 per cent less 
than the same period last 
year. The British Tourist 
Authority, which promotes 
the country to overseas visi- 
tors, yesterday revised its 
annual forecast It had pre- 
dicted a 3 per cent increase 
in the number of visitors to 
Britain this year from last 
year’s record 28m. 

Jonathan Griffin, market- 
ing services director, said: 
“The outlook is very fragile 
and the news Is not good 
from Japan but America, 
which is the high-spending 
market, is seeing us 
through." 


The Treasury has signalled a 
significant change in its pol- 
icy towards pension reform, 
indicating an enhanced rule 
for trade unions in the provi- 
sion of non-state pensions to 
members. 

The move, which rep- 
resents a shift from the 
department's relative cool- 
ness, towards funded second- 
tier pensions, will encourage 
trade unions to bargain with 
private providers on behalf 
of their members - a model 
advocated by the Amalgam- 
ated Engineering and Elec- 
trical Union. 

“The whole pensions cul- 
ture has to change and the 
trade unions can do play a 
major part in achieving 
that,” said a spokesman. “It 
would also be advantageous 
for the union movement 
itself giving it a whole new 
set of priorities." 

The AEEU yesterday con- 
firmed it had completed a 
deal allowing its 730,000 
members to join an industry- 
wide “stakeholder" pension 
scheme contracted out to 
Scottish Mutual 

Ken Jackson, general sec- 
retary of the right-leaning 
union, called on other 
worker collectives to “chal- 
lenge the orthodoxy" and 
play a leading role in admin- 
istering pensions and bene- 
fits for members. 

The AEEU's scheme, 
which will provide Scottish 


Mutual with access to many 
customers who lack occupa- 
tional pensions. Is the first 
industry-wide union-pro- 
vided pension - going 
beyond existing occupation- 
specific union schemes such 
as those available to print 
workers. 

“It doesn't matter if you 
start in motor vehicles and 
end up in British Steel, 
members can retain their 
pension," the union said. Mr 
Jackson envisages that once 
other unions have started 
similar schemes, pension 
rights could become trans- 
ferable between unions for 
workers switching prof- 
essions. 

MSF, a white-collar union, 
and GMB, the general blue- 
collar union, could launch 
similar schemes during the 
next year. Although the 
union's scheme was cleared 
by the Department of Social 
Security, positive encourage- 
ment from the Treasury - 
widely semi as the leading 
department in welfare 
reform - points to a consen- 
sus across government that 
union pension provision 
should expand. 

The Department of Social 
Security has separately 
undermined reports that 
ministers have decided to 
compel self-employed work- 
ers to contribute to the gov- 
ernment's proposed “stake- 
holder” pension scheme. 

There are many concerns 
about pension coverage 
among the self-employed. 


Adverts ‘reflect 
growth in jobs’ 


By fUcftard Adams 


The number or jobs 
advertised in national news- 
papers has soared to record 
levels in recent months, 
reflecting extraordinarily 
strong growth in employ- 
ment and perhaps signalling 
more upward pay pressure. 

A new monthly report yes- 
terday showed the average 
number of appointments in 
the national press was “sig- 
nificantly above” levels seen 
at the height of the last eco- 
nomic cycle. 

Other figures yesterday 
showed net spending on 
credit and debit cards last 
month jumped 19 per cent 
year on year, which the 
Credit Card Research Group 
attributed to the warm 
weather. 

The new data came a day 
after the Organisation for 
Economic Co-operation and 
Development warned that 
the UK's tight labour market 
and persistent wage 
increases were likely to led 
to higher Inflation. 

The report on jobs, by 
NTC Research and the Fed- 
eration of Recruitment and 
Employment Services, adds 
to expectations that the 
Bank of England may need 


to raise Interest races unless 
the labour market cools. Sir 
Alan Budd, a member of the 
Bank's Monetary Policy 
Committee, welcomed the 
report as a valuable addition 
to official data. 

The report said growth in 
employees' earnings gath- 
ered pace last month, as 
employers complained of the 
difficulty of recruiting quali- 
fied staff. 

“The number of jobs 
advertised in national news- 
papers has grown strongly 
since 1992 and continues to 
run at levels significantly 
higher than those seen even 
in the 1980s boom years," the 
report said. Most of the | 
growth was for private sec- 1 
tor jobs. The total rate 
slowed during April and 
May, after very strong 
growth in 1997. 

Recruitment agencies sur- 
veyed found the number of 
workers taking permanent 
jobs increased in May, along 
with a sharp rise in d ema nd 
for temporary and contract 


The survey reinforced City 
opinion that last month's 

rise In the niimlw claiming 

unemployment benefits, for 
the first time In two years, 
was a blip. 


London's $870m 
British Library starts 
life feeing funding 
problems, Antony 
Thomcroft reports 


A saga which began 20 
years ago will be for- 
mally concluded today 
when Queen Elizabeth opens 
the British Library in St 
Pancras, London. In those 
two decades the cost of the 
library has spiralled from an 
estimated 274m (3124m) to 
£52001, it the most 

expensive public building to 
be constructed this century. 

Yet the Quean will tour a 
library which is half the size 
of architect Sir Sandy Wil- 
son's original design - there 
is space only for an addi- 
tional 100 readers, majd^ g a 
total of just over 1,200. 

And there is now a dis- 
tinct possibility that readers 
will soon be charged fof- 
access to the 12m books, 40m 
. periodicals, 8m stamps 
2m maps that will eventually 
fill the 10-atorey building. 
For if the British library's 
short-term problems with 
erratic sprinkler systems, 
unworkable shelving and 
electrical short circuiting are 
in the past, the main reason 
for the 10-year delay in its 
opening re mains — an uncer- 
tain level of government 
funding. 

The British Library’s 
grant for 1998-99 has been 
cut by £2J2Sm to £80m. With 
the running costs of the new 
building high pit than expec- 
ted, Brian Lang, the director, 
faces some awkward deci- 
sions. 

“Our financial position is 
not good but that is some- 
thing we have in common 
with every other national 
Institution that receives pub- 
lic ftmding,'’ he says. "We 
are looking at a range of 
options to improve it Charg- 
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ing is one option we are 
bound to consider but we 
have no wish to introduce 
charges." 

“We are currently re- 
assessing our priorities. We 
might decide we cannot con- 
tinue to collect as compre- 
hensively as we have done; 
we might have to re-conaider 
public access to our coDeo- 
tions." 

The trustees of the library 
are reluctant to introduce 
charges for their readers and 
any such decision would 
need the approval of Chris 
gmtth the chj nf culture min- 
ister. 

' Any decision will probably 
have to wait unto early next 
year when Dr Lang will have 
a better Idea of the finandni 
position of the library in the 


light of the government 
grant for 1999-2000. 

The library Is still not 
fully operational Only three 
of the 11 reading spaces are 
open, although the oriental 
and Indian collection will he 
available from August 12, 
along with the map reading 
room. The manuscripts 
should be available for view- 
ing from January 1 next year 
and the science reading 
room is expected to be func- 
tioning later that year. 

There are still at least 
another 6m books to move 
into St Pancras. This will 
leave 5m volumes at the 
British Library's northern 
England base at Boston Spa. 
Yorkshire, the centre of its 
mnwBymwidng activities. The 
library earns over £37 m a 


year from the sale of infor- 
mation to companies and 
universities. Among the rea- 
sons for its financial difficul- 
ties have been the strength 
of sterling, and cuts in uni- 
versity funding, which have 
reduced requests far data. 

Faced with the need to 
save £5m to balance the 
books. Dr T.nng has, far the 
first time, reduced the Brit- 
ish Library's purchase of 
learned journals and its 
acquisition of foreign books. 
There have also been reduc- 
tions in the library's 2,400 
staff; mainly through natu- 
ral wastage. 

But none of this behind- 
the-scenes tension will be 
apparent today. The new red 
brick bunding, with its spar 
cions piazza, now enhanced 


with monumental works of 
art, is winning round its crit- 
ics - even the Prince of 
Wales, who once likened it 
to the bead quart bts of a 
secret police force. 

The library is also pleasing 
its growing band of readers, 
who now receive their 
requested books within an 
hour, in the old library in 
the British Museum, it could 
take up to three hours. 

Whether it was worth 
investing over £500m in a 
home for books at a time 
when knowledge is being 
transferred from the printed 
page to electronic technol- 
ogy is doubtful But the UK 
enters the new minpnnimn 
with one of the most impres- 
sive national libraries in the 
world. 
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REGIONAL S U RVEY LATEST FIGURES ON ECON OMIC DIFFERENCES TAKE ON A NEW SIGNIFICANCE 

rends show 
isparities in 
irosperity 


octal and economic 
UsparitUs among the UK’s 
egiona and nations are 
wealed today as the cana- 
ry prepates to embark on 
in era of devolution and 
iecentraliaed economic 

Regional differences por- 
l ^ayed in the 1966 edition of 
i the Office fat National Sta- 
titties' Regional Trends have 
} built op over many years, 
but are taking on a new sig- 
nificance. 

Development agencies 
planned for England’s 
regions from neat April are 
aimed partly at narrowing 
the economic gap. Eyes wffl 
also be. an the parliaments 
and assemblies due to be 
established in Scotland, 
Wales, Northern Ireland and 
London 

Regional Trends shows 
that prosperity, measured by 
gross domestic product per 
head, has increased In the 
south-east, Scotland and 
Northern Ireland since the 


late 1980s, The north-west, 
Irmlndln g Merseyside, York- 
shire and Humber in the 
north-east, East Midlands, 
and Wales all saw 
London and the south-east 
account for om-thiEd of the 
UK’s GDP.. London had the 
highest GDP per head at 

£13,200 ($22,0Q0) in 1996. 
while Northern Ireland 
(£8.700) and Wales (£8,900) 
had the lowest 
The gap with Europe’s 
most prosperous regions 
remained stark. The south- 
east, including T-mnirn^ was 
the UK’s only above-average 
region, at US pear cent of the 
ED average in ISOS - wen 
behind the leaders Hamburg 
with 198 per emit, Brussels 
with 172 per cent and He de 
France with 165 per cent. 

Disparities . affected 
incomes, employment, 
health, educational attain- 
ment and lifestyles. For the 
first time. Regional Trends 
Includes statistics demon- 
strating the Impact of 



Britain’s flexible labour mar- 
ket. They show that almost 
40 per cent of men in 
north-east England working 
part-time in early 1997 were 
doing 90 because they could 
not get a fun-time job, 

In Merseyside, 26 per cent 
of households were “work- 
less" (having at least one 
member of working age but 
no-one In employment) - 
double the proportion in the 
south-east 


Personal disposable 
income per head in 1996 was 
highest in London at £11,500, 
followed by the south-east 
and east at £9.900. Lowest 
were Wales and the 
north-east at Just under 
£7,900. 

Scotland had the fourth 
highest levels of GDP per 
head and personal dispos- 
able Income - figures that 
will fuel English complaints 
about Scotland's higher 


share of identifiable public 
spending. 

Disparities were apparent 
in health outcomes. The inci- 
dence of lung cancer was 
lowest in East Anglia and 
the south-west, and highest 
In Scotland. 

In education, the 
north-east had the highest 
proportion of under-fives in 
school, but the lowest pro- 
portion of 16-year-olds ach- 
ieving high grades in gwmm- 


’ Public transport initiatives ‘to be priority’ 



By Charles Batebdor, 

Ti muy ort Corre spon dent 

The UK government’s 
priority in next month's 
transport white paper is to 
improve public transport by 
the next election, according 
to Gavin Strang, transport 
minister. 

Initiatives include reserv- 
ing more road space for 


buses, improving bus ser- 
vices and spending more 
money on London Under- 
ground. Charging far roads 
or parking spaces remains “a 
medium-term option". 

Mr Strang said that con- 
sultation bad shown public 
opinion was on the govern- 
ment’s side in reversing 
transport trends. He added 
that the government's aim 


was not to reduce car owner- 
ship but, by making it mare 
attractive, to persuade 
motorists that public trans- 
port was preferable. 

Mr Strang was speaking at 
the launch of the annual 
Transport Trends report, 
which is intended to provide 
an overview on transport 
developments. 

On average, each person In 


the UK travels 5,365 miles a 
year by car, compared with 
348 miles by bus and 802 
miles by train. The car mile- 
age has risen by a third in 
the past decade. 

The proportion of house- 
holds with one car has not 
increased from the 45 per 
cent figure recorded in 1969. 
The growth has been in the 
number of households own- 


ing two and three cars 
The most highly paid 20 
per cent of people cover 
about 1LQ00 miles In a year. 
The bottom 20 per cent 
travel just 3,535 miles. But 
Mr Strang said the govern- 
ment had no plans to penal- 
ise high income groups. 
Transport Trends. Stationery 
Office. +44 171-873 9090. 
£89.50 
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At Opel, everyone on the 
team plays a role in product 
quality. 

For instance, workers in 
our manufacturing plants are 
trained to refuse any part 
or vehicle that is not 100% 
correct before it passes to 
the next stage of production. 
Various advanced systems 
check for irregularities and 
warn of a potential problem. 
Employees are encouraged 
to use their judgment in 
evaluating the situation and, 
if necessary, can even halt 
the assembly line to rectify it. 

We refer to this as the 
empowerment of people. 
Here it means giving 
employees the ability to 
call time-out. 

Internet: http://www.opel.com 



WORLD GUP SOCCER 

I 

Flower of 
Scotland 
blooms 
even in 
defeat 

There's only one . . . Eric 
Foucault . . . One Eric 
Foucault . . . Gove us a bear. 
So give him a cheer. 

Walking In a Foucault 
wonderland." 

Mr Foucault, a French 
train driver, looked 
surprised and pleased. He 
had indeed presented cans of 
Kanterbrdu to the tired 
Scottish fens slumped in the 

passage behind his 
compartment They were 

returning from Saint 
Etienne, where their team 
had been beaten 3-0 by 
Morocco and knocked out of 
the World Cup. 

Perhaps, Mr Foucault 
inquired through an 
interpreter, the Scots were 
better at rugby? No, the fens 
informed him, they were bad 
at that too. 

Moot of the 40,000 "Tartan 
Army” who followed their 
team to France this month 
have now gone home - 
although, in the old saying, 
mare will be felting out of 
cupboards for weeks to 
come. 

They have outnumbered 
almost all other groups of 
fens and, in their kilts, 
tartan and red wigs, been 
more visible than any. On 
Paris metro trains, their 
numbers have seemed to 
grow even between stations. 

The Scots have cast 
themselves, in one chant on 
Tuesday, as “the best 
behaved supporters In the 
world”. Many here in France 
agree with them, although 
some commentators would 
give the title to the Japanese 
fens, who after their team 
lost 1-0 to Croatia last 
weekend, stunned stewards 
by cleaning their stands of 
rubbish. 

Certainly the Scots are not 
perfect Their claim to grace 
in recent years has been that 
they are different from 
English fans in that they 
make love not war. 

However, they have much 
in common with the 
malig ned En glish. f.fkg 
English fans, many of them 
get drunk on beer in public, 
in breach of Fre n ch custom, 
sometimes leaving smashed 
beer bottles and unconscious 
bodies on the streets and in 
railway stations. 

like the English, many of 
them break noise limits at 
all hours; on the night of the 
opening match, hundreds 
sang until the early hours of 
the morning in Parisian 
residential streets. Like the 
English, few of them seem 
able to speak a word of 
French, even though the 
language is taught 
extensively in schools. 

The simple feet that the 
Scots go abroad and do not 
fight hardly makfw them the 

best behaved supporters ta 

the world. Furthermore, the 
Scottish friendliness has 
often seemed rather 
calculated. Many fens here 
are consciously trying to 
reach a global audience, to 
convey an Idea cf Scotland 
and particularly to point out 
the contrast with England. 

Yet no one in Mr 
Foucault's train on Tuesday 
night win have received 
anything but the most 
glowing impression of 
FEcosse. A Moroccan fen 

. strode up and shook h ands 
with each Scot 

“He’s a brave man,” said 
one. There followed a debate 
about Scotland’s penchant 
for failure: the country has 
played in six of the last 
seven World Cups but 
always failed at the last gasp 
to reach the second round. 
The fens on the train agreed 
that it was time to break the 
tradition of romanticising 
defeat “Tm fed up with sob 
stories,” said a man with the 
Scots flag painted around his 
eyes. 

Scotland will soon have its 
own parliament; an the field, 
too, its destiny was in its 
own hands. When one fan 
asked “Do you remember the 

1978 World Cop?", he was 
drowned out by a chorus of 
the song “ Memories " 

Mr Foucault reappeared 
and led the Scots in a French 
smgalong- Then he and his 
railway colleagues passed 
the fane the train's 
microphone. Could they sing 
a song for the whole train? 
They sang “Flower of 
Scotland", reiterated that Mr 
Foucault was one of a kind, 
and gave him a round of 
applause. 

No development 
c or por a tion or 

parliamentary foreign affairs 
committee could achieve 
that kind of goodwill. 

Simon Kuper 






NEWS DIGEST 



ECONOMIC AND MONETARY UNION 



Blair shrugs off attack 
from Murdoch newspaper 

The government would not be budged from its policy of 
favouring membership of the sfngie European currency, Tony 
Blair said yesterday. In aptte of an onslaught against monetary 
union membership from The Sun newspaper. There was a 
more sceptical tone to the prime minister's Emu rhetoric, 
however, during heated House of Commons exchanges over 
this moat contentious of looming government decisions. 

To Labour cheers, he appeared to rebuff The Sun, owned 
by Rupert Murdoch, chairman of News Corporation, when he 
said; ‘Newspapers are untitled to their view but we govern In 
the rational interest" 

"The position set out by the chancellor lest October Is the 
position of the government and will not change,” he said. This 
policy says explicitly that the government Is In favour of Emu 
membership, but would not Join the Eurozone until economic 
conditions are appropriate. 

Mr Blair, however, e x pre sse d the poUcy In more cautious 
toms yesterday, when he said the government "refuses to 
rule out a single currency In principle.” The prime ministar’s 
official spokesman also shied away from making any attack 
on The Sun, whose front page yesterday was dominated by a 
picture of Mr Blair accompanied by the headline: 'Is this the 
most dangerous man In Britain?” 

”1 make no criticism of a newspaper's desire to stimulate a 
national debate,” the official spokesman sakt 

The Sun has been one of the government's most enthusias- 
tic supporters since It converted to Labour Just before last 
May’s general election. Mr Blair has also formed a dose rela- 
tionship with Mr Murdoch and courted controversy earner this 
year when eliciting business information useful to the publish- 
ing magnate from Romano ProdL the Italian premier. A senior 
minister made clear the government had no Intention of 
engaging in a full-scale war with The Sun: ‘Actually k Is rather 
a good idea that they appear to criticise us from time to time, 
because otherwise their fawning support would be a bit too 
obvious.” Robert Peston and John Sapper, London 
See Editorial Comment 


TRADES UNION CONGRESS 

Warning on workplace reform 

The Trades Union Congress gave qualified support yesterday 
to the government's proposals on trade union and employee 
rights and a minimum wage. But It warned the reforms were 
the beginning and not the end of Its objective of shifting the 
balance of workplace power away from employers. 

At a London conference to discuss the “fairness at work” 
government draft legislation on union recognition, Bin Morris, 
general secretary of the TGWU general union, said the pro- 
posals were ‘just one battle fought and not a war won for the 
rights of workers. The TUC has prepared itself for a long haul 
In this campaign.” But John Monks, the TUC general secre- 
tary, told the conference that a “quiet revolution" was taking 
place in the workplace with a “steady stream of new employ- 
ment law which would ensure the UK has fee most compre- 
hensive framework of labour legislation tt has ever had by fee 
end of 1999". Robert Taylor, London 


ENGINEERING 

•••« ■ «m »»«##»»»»»*»»»#»«*# ,■#***»■ «*#»»•■> »*-»••»»« »»»»#»* » ■»•»» ■<» 

Skills demand c on increase’ 

The demand for skilled craft workers In the engineering todus- 
try Is increasing as a result of new technology and changing 
working practices, according to a survey of engineering by 
Incomes Data Services published today. 

It points out fee number of less skilled workers has fallen < 

since the 1980s due to the spread of flexible work organisa- 
tion and large-scale Investment In computerised production 
technology. But fee report says this has led to a growth in 
mutti-sidUfog for maintenance workers and the involvement of 
skilled workers directly In production processes. At Ford 
Motor Company, for example, It points out feat entire produo- i 
tion lines are now staffed by ski Bed craft workers. 

The study says there Is stIH a daywork wage rata for fee Job 
among skilled engineering workers, clustered narrowly 
between E320 ($534) and £350 a week. While indMduai- 
reiatad pay schemes have not caught on in engineering com- . 
pantos, as against other Industrial sectors, some companies 
are looking to pay baaed on skill or competence as an alter- 
native, argues fee report. Robert Taylor, London 

GENETICALLY MODIFIED CROPS 

Farmer protests over testing 

An organic farmer from Devon is attempting to take fee Gov- 
ernment to court over a trial of genetically modified maize tak- 
ing place next to his farm. Guy Watson fears cross-polRnatton 
from fee trial crop could contaminate his produce and so lose * 
him his Soil Association organic certification. 

Mr Watson is today applying for Judicial review of fee gov- 
ernment's decision to go ahead wife the trial, which ho claims 
Is in breech of government regulations. He is backed by fee 
Soil Association and Friends of the Earth, the environmental • 

lobby group. FOE said It spending "tens of thousands of * 

pounds" on the case and hoped for a quick decision from the 
court to allow the application, since the maize Is due to poffl- 
nate in July. 

Meanwhile, the National Farmers’ Union told a committee of 
fee House of Lords, fee unelected upper chamber, that a new 
body should be formed to examine issues surrounding geneti- 
cally engineered crops. Maggie Urry, London 

RAILWAYS 


Strike action confirmed 

The RMT raH union confirmed feat maintenance workers In 10 
engineering companies across Britain would continue their 
dispute over pay and conditions by starting a seven-day strike 
from midnight on Sunday. The union, which staged a four-day 
strike last weekend, predicted that the latest action would 
lead to delays and cancellations. 

RaJItarack. which owns fee rail infrastructure, said: "We stffl 
expect the impact of the strike to be rrun/ma/. Contingency 
plans put to place by our contractors worked wefl over fee 
four-day strike, and similar arrangements will be made for the 
seven-day stoppage." Andrew Bdfler, London 

ART 

Degas pastel for London 

Sam Lee Corporation, fee packaged goods company, has 
given a Degas pastel worth about £1m (Si ,67m) to the 
National Gallery of London. 

Russian Dancers Is one of five works fee company has 
donated to European museums. The Singer Museum to 
Utrecht has received a Pissarro, Gust of Wind (Fishermen), 
while fee Wan Gogh Museum In Amsterdam gets Vase of 
Ftowareby Dufy. 

The paintings come from the collection formed by Sara 
Lee’s founder Nathan Cummings. Earlier this month Sara Lae, 
whose brands include Douwe Egberts and Playtsx as wan as 
Sara Lae cakes, announced ft would donate the best of Hs 
collection, up to 40 works, to museums worldwide, including 
20 to US museums. 

The Degas pasta) Joins 19 other works by the French 
impressionist artist currently on view at the National 
Gaflery. Antony Thomcroft, London 
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WORLD CUP 


CRUNCH TIME FO R QUALIFYING TWO J3AMES, FIVE PENALTIES AND ONLY TWO F1ELDG0ALS SETTLE T HE GRO UP 

French creme rises above Danes 


Group .C: France 2 Denmark 1 
Group C: South Africa 2 Saudi Arabia 2 


Denmark face Nigeria in the 
second round. South Africa 
and Saadi Arabia return 
tome, while France still 
have a perfect record after 
Group C dosed down yester- 
day. But t be day was again 
dominated by referees, who 
awarded five penalties In the 
two games. 

The Danes lost to a 
depleted France In Lyons, 
but never looked like surren- 
dering second place in the 
group to the South Africans, 
who only Just held Saudi 
Arabia In a match of three 
penalties. 

France, already certain to 
qualify for the second round, 
had rested four players yet 
their style remained the 
.same. In place of Didier Des- 
champs. Patrick Vieira won 
every ball In midfield, 
playing alongside bis 
Arsenal team-mate Emman- 
uel Petit in central midfield. 
Vieira picked up his tradi- 
tional yellow card, but also 
found time to contribute 
most of France's shots on 
goaL 

Bernard Diomede, another 
"hairdresser'’ - French foot- 
balling parlance for a World 
Cup reserve - was some- 
times uncontrollable down 
the left wing, but Us perfoi^ 
mance was to little avail as 
the thrilling Thierry Henry 
will surely regain that spot 
for the rest of the competi- 
tion. Frank LeboeuL Vincent 
Candela and Robert Plres 
had a quieter first World 
Cup outing. 

France went ahead after 12 


minutes, when Jes Hogh in- 
advisedly launched a sliding 
tackle on David Trezeguet 
inside the penalty area. 
Hogh reached the ball but 
Trezeguet went down with 
gusto, and Pierluigi Collina, 
the shaven-headed Italian 
referee, pointed to the spot 
Youri Djoorkaeff, a local 
boy, hit his penalty well into 
the corner, although Peter 
Schmeichel almost managed 
to push it out 

Penalties have tended to 
come in twos or not at all 
this World Cup, and Den- 
mark’s was awarded after 41 
minutes, when Candela 
stopped Martin Joergensen 
from running on to a short 
free-kick into the penalty 
area. Michael Laudrup sim- 
ply netted the ensuing spot- 
kick for his first World Cup 
goal since 1986. 

He and his brother Brian, 
great players from a small 
country, were the only 
Danes to threaten France 
yesterday, backed up as they 
are by team-mates un fit to 
share their changin g room. 
The family's finest moment 
came when Michael, playing 
the last competitive football 
of his career, put Brian 
through with a one-touch 
pass that made one curse . 
retirement Fabien Barthez 
saved welL 

_ With Trezeguet looking as 
likely to score as to ascend 
Into orbit a French goal 
from open play was always 
likely to come from a mid- 
fielder. It arrived 10 minutes 
after half-time: a corner-kick 



Hosts through: goaiscorar Yowi Djoricaeff applauds the crowd after France defeated Denmark Reuter 


prompted a goalmouth 
scramble, Schmeichel saved 
a Marcel Desailly attempt 
from point-blank range, but 
Petit drove home from the 
edge of the area. 

From then on both sides, 
sure to qualify, began to 
close down the game. There 
were just two more high- 
lights: a comer-tick placed 
to Vieira who, from more 
than 20 yards out bit a vol- 


ley straight at Schmeichel, 
and a curving Michael Laud- 
nip free-kick in the third 
minute of extra time that 
Barthez onlyTilung on to at" 
the second attempt 
This keeper could cause 
his side problems in later 
rounds. However, as Den- 
mark’s coach Bo Johansson 
conceded: "For sure the 
French team were much bet- 
ter than we were.” Aime Jac- 


quet, the French coach, 
lauded the Laudrups. 

Johansson, like most 
coaches in this World Cup, 
was quick to claim the 
underdog role for Sunday’s 
encounter with Nigeria. Cer- 
tainly. Victor Ikpeba must 
be delighted at the prospect 
of running at this 
slow-footed defence, but the 
back four is also the weakest 
part of the Nigerian side. 


and the Laudrups could yet 
have their day. * 

In Bordeaux, South Africa 
only briefly looked like sus- 
taining the widespread belief 
in their country that they 
would win the World Cup. 

Needb% a- huge victory to 
reach the second round, they 
gave themselves hope in the 
19th minute. A long pass 
from Pierre Issa produced a 
left-foot drive from Shaun 
Bartlett that passed between 
Saudi keeper Mohammed at 
Deaya and the near post into 

tiie net. South Africa then 
squandered a number- of 
chances to seal the game. 

The Saudis, who had 
sacked their coach Carlos 
Alberto Parrdra before this 
match, equalised with their 
first goal of the tournament 
on the stroke of half time. 
Youssef al-Thynayan dived 
in the box, the nhnaan ref- 
eree Fernando Sanchez Tau- 
ten concluded that Issa had 
committed a foul, and Sami 
al-Jaber converted the pen- 
alty. 

Al-Thynayan scored the 
second from, the spot himself 
in the 73rd minute after Issa 
fouled Ibrahim al-ShahtanL 
Issa, scorer of- at least one 
and arguably two own goals 
against France, will presum- 
ably try to forget this World 
Cup- 

Just before full-time Bart- 
lett equalised with another 
penalty. From three matches 
in their first ever World Cup, 
South Africa have garnered 
two points. Saudi Arabia fly 
borne with only one.. In 
France, the cry is: “New ref- 


Simon Kuper 


EDGAR DAVIDS READY TO GO IN TODAY'S GAME AGAINST MEXICO 


Wild child of bulldog breed 


Simon Kuper profiles the influential Dutch 
defender with an unshakeable will to win 


Seven years ago, in a then 
feshionable Amsterdam bar, 
a short black teenager strode 
Up to Richard Krajicek, the 
Dutch tennis player. “I bet 
you don't know who I am," 
the teenager said. Krajicek 
confessed that this was true. 
“My name is Edgar Davids,” 
said Edgar Davids. “In a few 
years’ time Fll be playing 
football for Holland and driv- 
ing a big car. You'll be hear- 
ing more from me.” And he 
sauntered off again. 

Thousands of deluded 
teenagers must have once 
told someone much the same 
thing, but Davids turned out 
to be right - he drives a Jag- 
uar. Against South Korea 
last Saturday, in his first frill 
match for Holland since the 
1996 European champion- 
ship, he suggested that any 
hopes his country may have 
of winning the World Cup 
rest largely on him. 

Although left out of Hol- 
land’s opening match 
against Belgium, the 50 vic- 
tory over Korea has secured 
his place for a while to come. 
He won countless tackles - 
his former manager Louis 
van Gaal used to call him 
“my pitbull”, showed the 
great player's Instinct for 
finding space on the ball, 
and resisted the temptation 


to run with it When Philip 
Gocu scored the first Dutch 
goal, Davids shook him 
about quite frightenin g ly 
and then continued cheering 
for almost two minutes. 

Hunk Spaan, author of a 
recent book that tries to 
rank Holland’s best 100 play- 
ers ever in order, says he 
placed Davids 73rd, “but that 
was too low”. 

Left out of the last World 
Cup' Davids spent it playing 
pick-up games in Amster- 
dam playgrounds, and he 
studies feints he sees on tele- 
vision until he has mastered 
them. No Dutch player has 
united skill, passion and 
venom so perfectly since 
Johan Neeskens. hero of the 
1970s and now one of the 
team's assistant coaches. 

More than most players, 
Davids loves football. How- 
ever, his drive has another 
source, which is obvious as 
soon as the Dutch line up for 
the national anthem. Davids 
Instantly stands out among 
his taller, slimmer, well coif- 
red. mainly white Dutch 
team-mates. The image does 
not lie. He has little but foot- 
ball in common with polite, 
ironic, men such as Dennis 
Bergkamp or Cocu. 

In the past this has caused 
problems. Ajax, the club 


where he grew up, came 
close to kicking him out sev- 
eral times . He was given 
“ini ta turn training”, deliber- 
ately designed to annoy him 
and hence teach him 
self-control, each time he 
acquired another red card or 
insulted an adult 

Davids was lucky to meet 
Van Gaal, a former school- 
teacher who is more sophis- 
ticated about “problem chil- 
dren" than most football 
managers. Davids, unlike 
England’s Paul Gascoigne in 
his early years, was treated 
with understanding. 

Two years ago, it still 
looked as though his career 
might go horribly wrong. At 
Euro 96, he was part of a 
self-proclaimed “cable” of 
young black players who 
claimed that Guus Hid dink, 
the coach, only listened to 
the white players. When 
Davids was dropped, he 
issued a public critique of 
Hid dink in unparliamentary 
language and was kicked out 
of the camp. 

He bad borrowed the 
methods, and indeed his 
actual phrasing, from Dennis 
Rodman, the black basket- 
ball player, his idol. Davids 
knew Rodman’s biography, 
Bad As I Warma Be, almost 
by heart 

Davids, a dropout at 
school, is an autodldact 


whose reading matter indi- 
cates a search for a guide 
through life. Spaan recalls 
Davids asking him: “I sup- 
pose you like made-up sto- 
ries, don't you?” “I like fic- 
tion. yes,” said Spaan. “I 
don’t” said Davids. “I read 
biographies and philosophy.” 
The latter ranges from Bud- 
dhism to Baruch Spinoza. 

Spaan says the exchange 
Illustrates Davids’ way of 
turning every conversation 
into a confrontation. Yet 
though Davids scoffed at sto- 
ries, he has recently begun 
writing them himself. A 
recent one describes a train 
conductor who soothes 
aggressive passengers by 
behaving with calm and 
maturity. “That conductor, 
that’s how I want to be in 
my team,” he told a friend. 

The story does not amply 
indicate that Davids is now a 
man of peace; it also shows 
his continued desire to be a 
leader of men. However, at 
this World Cup, and last sea- 
son at Juventus, he is no 
longer staking his claim by 
trying to do too much. 

Johan Cruyff, number one 
In Spaan ’s top 100, remarked 
just before the World Cup 
that Davids runs too much 
with the ball. But that 
appears an outdated view. 
Davids has learned to play 
for the team. He is sorry that 



Clarence Seedorf, a friend 
and fellow member of the 
“cable”, was dropped from 
the side after the opening 
match; piquantly, Davids 
now occupies SeedorTs 
favourite spot in central 
midfield. However, Davids is 
not about to make a stand 


for Seedorf. 

It is doubtful whether 
there is a player in France 
who wants to win the World 
Cup more than- Davids. -Ifrhe 
succeeds, it will he because 
the desperate teenager who 
challenged Krajicek is still 
within him. 
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REFEREES 


Men in black under fire 
after group eliminations 


ssstfSS- 


president Joseph ^PP 

Blatter yesteiday ^sda 

meeting with foe P«sWent ^ 


PW D L F A PH 
2 2 0 0 3 1 S 
210132 3 
2 10 111 3 
200203 0 


PW 0 L F A Pit 
220060 6 
220041 6 
200202 0 
Z 0 0 Z 1 8 0 


meeting with foe f*"***""'' 

the referees’ cornmbalon _ 

David WTO. saying he wanted to 

-dear up a few pofots 

although Fife was quick to back foe two match officials 

involved h Tuesday’s games. „ bv 

- South Africa’s group standing was not efireeby affect 
yesterday’s decision. But It was impossible not to fee* 
Moroccans as jay turned to despair after fo«r 
Scotland was rendered meaningless by Norwa/s test 
Win over Brazil. The decision by US referee Esfandter 
Baharmast (above) to award Noway a questionable 
match -winning penalty, three minutes from time, was iSLvay 
worst so far - at least In its consequences - in a tournament 
that has been plagued by eccentric decisions and 

inconsistency. . __ 

Meanwhile, Cameroon's coach, Claude Le Boy, slammed as 
“incompetent" Hungarian referee LdszJd Vagner, who 
disallowed a perfectly good goal In the side’s 1-1 draw with 
Chile, as weB as sending off two Cameroon pteyere. 

konicaRy, neither of Tuesday’s decislpns was related to hitas 
controversial directive to referees, to damp down harder on 
tackles from behind. But the case has been strengthened for J. 
taking video repiays into account ft important decisions. And 
foe inconsistency with which Fife's directive Is being applied 
vindicates many coaches' fears before foe tournament 
inevitably, the unlucky elimination of three African sides has 
added a political dimension to the row. Demonstrators gathered 
In the streets of Cameroon's capital, Yaounde, after the game, _ 
chanting slogans against the "white racists” who run footbalL 
Joseph Owona, the Cameroonian sports minister, said 
yesterday: “The referee always seems to go against us, but 
yesterday was the final straw. Not only are our players sent off 
but they refuse us perfectly, valid goals.” Peter Aspden 


TODAYS GAMES 

Fourth slot in the balance 

Will it be merry Mexico or belle Belgique, after today’s final 
matches In Groups E and F? Though none of the eight teams 
Involved 1$ yet absolutely sure of progressing to the last 16 
(and only two -South Korea and the US -are sure of /X7f ( . 
doing so), it would take a shock of historic proportions for 
Holland, Germany and Yugoslavia to miss out on three of the 
four qualifying state. 

. The fourth is In the baJance. If skilful but lightweight Mexico 
can grab a point against foe temperamental Dutch (a Mexican 
win is, surely, out of the question), Belgium wfll have to beet 
the Koreans try three char goals to poach second place. For a 
team whose most potent attacking weapon at France 98 has so 
far been the lower portion of Marc WUniots's rfi> cage, this 
could prove a tall order. But if Holland, as expected, win their 
mafoh, a Victory of arty description against the weakest team In 
the group would do for Belgium, putting them in line foran 
intriguing second-round dash with Germany or Yugoslavia. 

In Group F, a goal feat could be in store as the Yugoslavs 
and Germans, race each other for top spot against weaker 
opponents, In order (probably) to avoid the Dutch. Lothar 
Matfotius, the veteran German mkffieHer-cum-sweeper who 
made his France 98 debut against Yugoslavia as a secord half 
substitute, will almost certainly play. If Iran win foe game, they 
I win quafify, but don’t bet foe house on it 

Yugoslavia, a JefcylJ-and-Hyda team based on their first toy 
matches, need to win their game against foe US by a bigge/'-. 1 
margin than the Germans manage against Iran if they are to tilt 
at first place, it wlii be a big plus if, for once, Slobodan ‘ 
Santrac’s men can ptey to their considerable fiill potential for 
90 minutes, instead of for 70, as against Germany, and about 
three, as against Iran. David Owen 

• BELGIUM V SOUTH KOREA, 1&00*. PARIS, GROUP E 

• HOLLAND V MEXICO, 16.00, SAINT-ETlENNE, GROLP E 

• GERMANY V IRAN, 21.00, MONTPELLIER, GROUP F 

• US V YUGOSLAVIA, 21JJO, NANTES, GROUP F 
local Wck-off timesJGMT ,+Jg.frwnO. One hour eatiktr In UC 


NUMBERS SO FAR 

Goals total 98 Sencfings off 7 5 

Bookings 139 Penalties -.. IQ 

Leading goahscorere Vieri (Italy), Batistuta (Arg^tkia 4 

t 


For latest World Cup news 

wivw.FT.com/worlcfcuaJTS 
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THE R&D SCOREBOARD 


A huge boost in global R&D spending 
suggests that the business world is backing 
the boffins to maintain profits. 

Clive Cookson reports 


Advantage to 
,the scientists 
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International companies last 
year recorded an unprece- 
dented increase in invest- 
ment in research and devel- 
opment- The world’s top 300 
companies spent £l3lbn 
($2l6hn) on R&D - 12J per 
cent more than in 199&. 

The annual rise was the 
largest in the eight-year his- 
tory of the International 
. R&D Scoreboard, which is 
published today by the UK 
Department of Trade and 
Industry in collaboration 
with Company Reporting, an 
Edinburgh consultancy. The 
companion UK R&D Score- 
board showed a &2 per cent 
increase in spending by 516 
British compan^pg 
_ In the vanguard of the 
W improvement is Sweden 
which performed outstand- 
ingly. Swedish companies 
raised R&D investment by 26 
per cent, led by Ericsson, the 
telecoms group, which spent 
£lReta in 1597 - 39 per cent 
up on the year before and 
three times more than in 
issa. 

Ericsson is frequently held 
out as a model of research- 
led growth. Carol Galley, co- 
head of Merrill Lynch Mer- 
cury Asset Management, 
points out in a commentary 
written to accompany the 
scoreboard that Ericsson’s 
investment has made it a 
world leader in mobile com- 


mtmicaticms wnd led to a 35- 
fold increase in its share 
price since 1993. 

But the. US is the main 
powerhouse behind the 
growth in R&D spending. 
The 133 American companies 
in the International Score- 
board raised total spending 
by 17 pear cent to £59bn, with 
large individual increases by 
many companies in the elec- 
tronics, engineering, infor- 
mation technology phar- 
maceutical sectors. 

“Technology itself is one 
driver," says Hairy Gold- 
stein, editor of the specialist 
US newsletter Inside R&D. 
“Chips are changing every- 
thing. Companies are scram- 
bling to take advantage of 
their increased speeds, espe- 
cially for mobile and satel- 
lite c rrmmiinirarHnnR, aprt to 

find ways to ‘add value* to 
humdrum products." 

In addition, cuts in the US 
defence department’s R&D 
budget are spurring many 
companies to spend more of 
their own funds on research 
in the search far new mar- 
kets. 

And another factor. Mr 
Goldstein says, is that US 
companies “now have to 
compete with a strong pan- 
European R&D community". 

Apart from Sweden, none 
of the main European coun- 
tries achieved increases in 


R&D spending that came 
close to the US. The total 
increases were: Germany 10 
per cent, Switzerland 8 per 
cent, France 7 per cent, 
Netherlands 4 per cent, Italy 
3 per cent Japan’s increase 
was 9 per cent 

The scoreboard shows trig 
differences in performance 
between industrial sectors. 
Vehicle manufacturing was 
one of the worst Indeed the 
world's two biggest R&D 
spenders, the US auto giants 
General Motors and Ford, 
cat spending by 8 and 7 per 
cent respectively in 1997, 
though they are stffl well 
ahead of the third-placed 
spender, engineering group 
Siemens of Germany (up 10 
per cent). 

Computing and electronics 
wimpanigi show some of the 
most striking increases. 
Microsoft, for example, 
raised R&D spending to 
£1.17bn last year, from 
£870m in 1996 and just £370m 
in 1991 Most impressive of 
all is Cisco, the touting US 
networking company, which 
doubled R&D investment to 
£733m last year: in 1594 it 
had spent juri £54m. 

The traditional way of 
comparing investment 
between companies is by 
measuring “R&D intensity": 
R&D as a percentage of total 
sales. Indeed, the DTI started 





the scoreboard in the hope 
that UK companies would 
“benchmark" their R&D 
intensity against competi- 
tors in the same sector - and 
raise it if they were lagging 
behind. 

The underlying assump- 
tion. of course, is that high er 
investment In R&D will lead 
to more Industrial innova- 
tion ultimate ly to 
growth greater national 
prosperity. 

Aggregate figures for the 
R&D intensity of companies 
from different countries 
have also been used from the 
beginning to compare 
national performances. The 
UK has always come out 
badly from such compari- 
sons. The 1997 figures show 
an aggregate R&D intensity 


of 2.5 per cent for British 
companies in the interna- 
tional scoreboard, while 
France, Germany, Japan and 
the US all have aggregate 
Intensities between 4 and 4 3 
per cent 

But this year John Pat+ip. 
the science and industry 
minister, points out that 
aggregate values paint only 
part of the picture. When 
mean (average) intensities 
are compered between coun- 
tries. UK companies come 
out at 4.9 per cent - the 
same as France - while 
Japan and Germany have an 
average intensity of 5.4 and 
6.0 per cent respectively. On 
thin measure,' US companies 
move well ahead, with an 
average R&D intensity of 
10.8 per cent 


The reason why aggregate 
intensities drag down the 
UK (and US) figures is that 
they are weighted most 
heavily by the companies 
with largest sales figures. 
The UK has several compa- 
nies with a huge turnover 
and very low R&D intensi- 
ties, notably the ml {pants 
Shell and BP. The former cut 
its R&D by 10 per cent to 
just £403m in 1997 on sates of 
£78bn - an intensity of 0.5 
per cent; the latter raised its 
R&D by 11 per cent but stifi 
has an intensity of only 0.3 
per cent 

(Company Reporting is 
Investigating the feasibility 
of disaggregating the R&D, 
sale s and profits figures for 
same of the largest and mo6t 
diverse companies, to get a 


better feeling for where the 
research is actually carried 
out) 

Comparisons within some 
individual industries show 
the UK in a better light. The 
most important sector for 
British R&D is pharmaceuti- 
cals. which accounted for 
£3.3bn of the total £10.5bn 
spending in the UK score- 
board. Its R&D intensity, 14.8 
per cent of sales, is well up 
with international competi- 
tors. 

Indeed three drug compa- 
nies are the UK’s three big- 
gest R&D spenders - a fact 
that demonstrates the politi- 
cal sensitivity of proposed 
mergers or take-overs 
involving any of them. But 
they have markedly different 
spending patterns over the 


past four years. Glaxo Well- 
come has held its R&D bud- 
get more or less steady 
between El.lbn and £1.2bn 
since 1994, white SmithKline 
Beecham and Zeneca have 
been raising their spending 
steadily, from a total of 
£U6bn in 1594 (SmtthKhne 
spending £638m and Zeneca 
£5l8m) to £L49bn last year 
(£84lm and £653m, respec- 
tively). 

The UK engineering sector 
put on an encouraging dis- 
play, with a 13 per cent 
increase. British Aerospace 
stands out with its Si per 
cent boost last year, though 
the longer-term performance 
of Siebe is particularly note- 
worthy. Siebe has success- 
fully pursued an R&D-based 
growth strategy for several 
years, raising spending from 
£70m in 1993 to £i8sm (with 
an industry-beating intensity 
of 6.1 per cent) in 1997. 

The DTI and Company 
Reporting have analysed the 
UK scoreboard for the first 
time this year by company 
size. This shows an interest- 
ing pattern. The la rgest com- 
panies, the FTSE 100, have 
as aggregate R&D intensity 
of 1.8 per cent of sa les 
(though half of the FTSE 100 
carry out no R&D at all, 
according to t heir a ccounts). 
The mid-tier FTSE Mid 250 
companies have an intensity 
of only L0 per cent 

The smaller listed compa- 
nies are more research-ori- 
ented, with an intensity of 
2.6 per cent. Biotechnology 
companies stand out here 
with R&D spending 
increases in the 50 to 100 per 
cent range. 

But the ultimate message 
of the scoreboard is that it is 
not only science or technol- 
ogy based industry which 
benefits from R&D. Harry 
Ramsden’s lish-and-chip 
shops demonstrated this by 
doubling their R&D spend- 
ing last year to £288JXX) - 48 
per cent of sales - as they 
developed new techniques 
for frying fish. 
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II R&D SCOREBOARD 



by Nikki Tait 


TOP 50 UK AMD INTERNATIONAL COMPANIES BY 1997 R&D EXPEHDtTURE 


Land of opportunity 
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SUM # I 


GbeDHcm 
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A strong economy 
and bipartisan 
backing has 
ensured generous 
support for R&D 


Steady economic growth has 
helped governments across 
the US - from federal to 
state level - to balance their 
budgets. Now legislators are 
taking advantage of the lee- 
way granted by this fiscal 
improvement to spread lar- 
gesse around sociaily-ori- 
ented programmes. And the 
country's scientific commu- 
nity looks set to be amongst 
the significant beneficiaries 

Certainly, researchers and 
scientists across the US had 
reason to smile when the 
Clinton Administration pres- 
ented its budget for fiscal 
1999 - which begins on Otoc- 
ber 1 this year - in Febru- 
ary. 

President Clinton proposed 
STSbn of funding for research 
and development projects 
spread across a wide range 
of agencies. This represents 
a 2.2 per cent increase over 
the prior year figure and was 
the largest request in pure 
dollar terms, for civilian 
R&D funding in the coun- 
try’s history. 


At the centre was the pro- 
posed S3lbn grant to the 
“21st century research 
fund", a notion first mooted 
by the President In his last 
annual “State of the Union" 
address. “As part of our gift 
to the mifienium," he told 
the electorate in January, “1 
propose a 22st century 
research fund for pathbreak- 
ing scientific inquiry." 

The grant, under the bud- 
get proposal, will increase to 
$38m by 2003 and the money 
will be spread round a range 
of non-defence related 
research projects. For exam- 
ple, the US Commerce 
Department's "advanced 
technology programme", 
which offers money for R&D 
programmes in high-risk 
technologies, will benefit 
from the fund. 

Another big winner wifi be 
the National Institutes of 
Health which wifi see an 8 
per cent funding Increase, to 
step up research on cancer, 
diabetes, brain disorders and 
various other diseases, as 
well as potential develop- 
ment of an Aids vaccine. The 
National Science Foundation 
will get a 10 per cent funding 
Increase, for computer sci- 
ence and other research. 

Other areas likely to bene- 
fit from the new largesse 


Include energy research, 
including programmes to 
improve fuel efficiency and 

boost the use of solar 
energy; programmes centred 
around Improving food 
safety; and a range of pro- 
jects focussed on oceanic 
and atmospheric research. 

To a large extent, 
increased funding for R&D is 
an Issue which wins biparti- 
san support in Congress - 
even if views an the precise 
details vary- Newt Gingrich, 
the House Speaker, has 
pledged to double science 
binding by 2005- 

Tnvesting In our future 
ought to be our second-high- 
est priority after winning the 
war on drugs," he says. 
While Republicans remain 
critical of many social pro- 
grammes, they argue that 
expenditure an science can 
ultimately bring benefits 
which well outweigh the 
immediate costs. 

The problem is the extent 
to which the administra- 
tion's budgetary plans may 
be thrown off track by the 
failure to secure passage of 
the tobacco legislation. 

This month, the Senate 
killed the bQl - which would 
have raised the price of ciga- 
rettes by $1.10 per pack, as 
well as capping the tobacco 


industry's legal liability in 
smoJdng-related suits - and 
fen think It is likely to be 
revived in 1998. The tax on 
cigarettes would have raised 
$51 Sin over 25 years. 

However, federal funding 
should not he viewed as the 
only source of optimism for 
the nation's scientific com- 
munity. Hie US overall was 
estimated to spend well in 
excess of $200bn on R&D last 
year, with the private sector 
accounting for more than 
two-thirds of this. 

The realisation in many 
industries that a technologi- 
cal edge is increasingly 
important has encouraged 
firms to step up prtvately- 
ftmded R&D - while a gener- 
ally benign economy, and 
healthy profit levels, has 
given tfiwn the wmiw to do 
so. 

Growing attention to envi- 
ronmental Issues has been 
motivating factor — 
for example, in file automo- 
tive industry, where there is 
some pressure to produce 
“zero emission" vehicles. 

Assuming the economy 
remains benign, some esti- 
mates suggest that the total 
R&D spend could grow by 
mote than S per cent in the 
current 12 months and top 
$220bn. 
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l%e r&D Scoreboard is 
prepared for the UK 
Department of Trade and 
Industry by Comp any 
Reporting, an Edinburgh 
consultancy. It is based on 
figures published in annual 
reports and accounts up to 
May 31, 1998. 

The UK table (on page 03) 
shows the top 300 849. 
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FINANCE • by Vanessa Houlder 


Old antagonists discover a new chemistry 


More crossover of 
skills is improving 
the City’s 
appreciation of 
research 


The debate about the City’s 
influence on industrial 
research has traditionally 
been a bad-tempered affair. 

On one side, the City 
would accuse companies of 
being too secretive and unfo- 
cused about their R&D 
plans. On the other, UK com- 
panies would blame their 
low R&D budgets on pres- 
sure from shareholders for 
high dividends. 

But. little by little, atti- 
tudes are changing. The 
debate between the City and 
industry about R&D is 
becoming less antagonistic 
than it used to he. 

In part, this is because 
financiers and industrialists 
are building a better under- 
standing of each others’ 
point of view. ’Communica- 
tion has made a huge leap 
forward in the last four or 


five years," says Carol Gal- 
ley. co-head of Merrill Lynch 
Mercury Asset Management 

As City analysis becomes 
more sophisticated, inves- 
tors can better assess the 
potential of R&D invest- 
ments and the associated 
risks. As distortions, such as 
accounting anomalies and 
high inflation, are ironed 
out, the importance of R&D 
to long-term performance is 
becoming more obvious. 

And the tendency of busi- 
nessmen to blame the City 
for putting constraints on 
their investment in research 
is not as pronounced as it 
used to be. Talking at a sem- 
inar organised by Royal 
Academy of Engineering in 
January, Sir Robert Malpas, 
co-chairman of Eurotunnel 
and chairman of Cookson 
blamed industry, rather than 
the City, for the problem. 

“To the extent that there 
may be a problem gaming 
support [or the necessary 
investment in R&D to create 
attractive options for the 
future, it can usually be 
attributed to two causes; low 


profitability and the short- 
comings of top management 
in matters concerning R&D 
and technology," he said. 

The problem of the low 
profitability of research pro- 
jects can be partly blamed 
on the cost of capital. The 
UK’s history of relatively 
high infl ation and volatile 
economic cycles means that 
R&D projects in the UK 
require a higher inflation-ad- 
justed return on capital than 
those in many competitor 
countries. 

But the profitability of 
research projects also varies 
from Industry to industry. In 
some, high spending on R&D 
has failed to translate into 
improved financial returns, 
according to Dr Charles 
Brown, a wianagmg director 
of Goldman Sachs. 

He argues that some 
industries, which see rapid 
technological development 
and obsolescence of their 
products “have not found a 
way to capture this into high 
returns and growth". For 
example, in plastics and 
fibres “remarkable R&D suc- 


cess has foiled to realise — or 
at least sustain far an ade- 
quate period - commensu- 
rate financial returns", he 
says. 

In other words, many com- 
panies have difficulty in 
finding research projects 
that can clear 6amaniii«g 
investment hurdles. The 
problem tends to be finding 
deserving research projects, 
rather than finding the 
money to fond them. 

This conclusion appears to 
be supported by research 
published last year, which 
found that companies seem 
to maintain both their divi- 
dend payments and invest- 
ment in R&D projects inde- 
pendently of the level of 
their earnings. 

Tie study, by the City Uni- 
versity Business School, 
which was sponsored by the 
National Association of Pen- 
sion Funds, concluded that 
companies that pay divi- 
dends are more likely to 
invest in R&D than those 
that do not pay dividends. 
The average dividend payout 
ratio - the percentage of 


earnings paid out as divi- 
dends - of companies that 
do not invest in R&D was 
not significantly different 
from those that do. 

The shortcomings of top 
management - the second 
problem raised by Sir Robert 

— is also a long-standing 
issue in the debate abont 
R&D. 

One often-cited factor in 
the undervaluing of R&D is 
the lack of engineers in 
senior management, which 
has tended to blind compa- 
nies to technological oppor- 
tunities. 

Another problem is the 
lack of management skfiia 
on the part of high-tech 
entrepreneurs. The Bank of 
England and the Confedera- 
tion of British Industry have 
both published studies blam- 
ing the manag ement weak- 
nesses of scientific entrepre- 
neurs — in addition to their 
difficulties in raising ffrumra 

- for many of the difficulties 
of small, technology-based 
companies in the UK 

• But whatever the short- 
comings of industry, the City 


is at fault, too. Although the 
City employed increas- 
ing numbers of scientists 
over the past decade, many 
industrialists still feel that it 
does not really understand 
the si gnificance of R&D. 

Another criticism, which 
is acknowledged by many 
investors, concerns tbe 
needs of small, technology- 
based firms. According to Ms 
Galley: "Far too often, we 
have encouraged such com- 
panies to list too early and 
then watched the share price 
wane under a dearth of 
newsllow. Or we have 
demanded detailed disclo- 
sure of research targets 
(which are. at best, educated 
guesses) and then punished 
those companies that mim 
such targets.” 

The UK financial commu- 
nity is generally recognised 
to foil short of its . US coun- 
terpart in investing in R&D 
companies, although it is 
perceived to be ahead of the 
rest of Europe. This reflects 
the availability of funds to 
be invested with the 
required risk-reward profile. 


according to Dr Brown. And 
that in turn “is probably a 
ftmrtirm of market gfaea and 

depth as well as of cultural 
attitudes towards invest- 
ment risk**. 

There is indeed a need for 
a more efficient, deeper mar- 
ket for technology-based 
companies, according to Ms 
Galley, s^p believes that the 
formation of the Easdaq 
market is a positive step and 
notes that, in time, the sin- 
gle European currency 
should Increase tbe liquidity 
of the market "However, we 
need to move quickly or else 
stand by and watch Euro- 
pean companies migrate to 
the USA,” she says. 

Thau is, then, no room for 
complacency. The relation- 
ship between the City and 
industrialists- may be 
improving but to a large 
extent the City's record in 
backing research and devel- 
opment can be judged by its 
success in nurturing small, 
high technology compan i es. 
Things are getting better - 
but they still have a long 
way to go. 


list of 5X6 companies in th^ * 
fnD UK scoreboard and ** 

listed by industrial sector. 

Those in italics are unlisted 
wimjwBia or the UK 
subsidiaries of 
foreign -owned companies; 
the remainder are 
companies based in Britain 
and listed on the London 
Stock Exchange. Aggregate 
figures from the foil UK 
scoreboard are shown on the 
top line those from the 
UK top 300 on the second 
line of the table. 

The international table 
(on Page I) shows the 
world's top 300 corporate 
R&D spenders, whether or 
not they are listed 
companies. Company 
Reporting's non-UK data are 
supplemented by Standard 
and Poor’s Compustat 
Global Vantage database. " 
Afl currencies are converted 
to sterling at the exchan ge 
rates on December 31, 1997. 

There Is also a table (on 
Page U) ranking the top 50 
♦wtprwaVkmal and top 50 UK 
R&D spenders. 

The R&D spend shows the 
amount fnnded by the 
company anywhere in the 
world. R&D paid for by 
governments and other 
external sources is excluded. 

The figures are subject to 
uncertainties of definition. 

The UK definition is 
contained in Statement of 
Standard Accounting 
Practice (SSAP) 13. For 
tn tfmartmiai companies, the 
definition is governed by A cj 
Inter national Accounting 
Standard GAS) 9. Both are 
based on the Organisation 
for Economic Co-operation 
and Development ‘Frascati 1 

manual 

Cost of funds is the sum of 
equity and preference 
dividends, i n terest payable 
and other financing coats 
(such as the finance element 
of lease payments). 

The full version of the 
scoreboard is available free 

from the DTI Bmomtion Unit 

by calling *44 (OVlTl I IS 1994 
or fining +44 (0) 171 215 1997. 
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OUTSOURCING • by Michael Peel 


MANAGEMENT • by Vanessa Houlder 


Clarity begins at home Cost benefit analysis 
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Firms should 
have a clear 
strategy before 
handing research 
to agencies 


The growth to contract R&D hi the UK* 

Extra-mural (On) ToWBB®**IHx$ Extra-oral JBD 

as a % of lata BSD 
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The invention of the 
boer-can widget has chal- 
lenged the faith or Paul 
Auton. chairman and chief 
executive of Cambridge Con- 
sultants. which develops 
devices for the consumer, 
healthcare and telecommuni- 
cations industries. 

Mr Auton argues that cor- 
porations should contract 
out the design and produc- 
tion of mundane but essen- 
tial equipment in order to 
concentrate on fundamental 
research. He quotes the 
example of the widget, a 
small plastic or metiU device 
that makes canned beer less 
gassy and creamier on top. 

“Big brewers don’t want to 
design the widget." Mr 
Auton says. "They haven’t 
got the same expertise (as 
contract researchers)." 

He pauses to reflect Tor a 
moment before adding; 
“Haring said that. Guinness 
designed the first widget 
itself. They were first on the 
market, so maybe all the 
other brewers should have 
kept it In-house as well.” 

His change of heart might 
serve as a warning to any 
company that is thinking 
- about contracting out 
research work. Some UK 
businesses rush to use out- 
side expertise to resolve 
issues they could better 
address themselves. 

The signs of over-hastiness 
can be seen in the staggering 
growth rate of the contract 
research industry. According 
to the Association of Inde- 
pendent Research and Tech- 
nology Organisations 
(Airto), the value of research 
and development outsourced 
by companies rose from 
£450m to £935m between 1985 
and 1995. By 1995. companies 
contracted out 10 per cent of 
their research, compared 
with 5 j 5 per cent a decade 
before. 

The increase seems even 
more precipitate when 
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viewed in the context of the 
historical scepticism of parts 
of UK industry towards inno- 
vation. 

“Foreign companies have 
a great belief that science 
and technology will lead to 
profit. UK companies are 
more risk averse and less 
convinced that science and 
technology will help profit- 
ability." says Brian Blunden, 
president of Airto. 

Overseas companies have 
set the pace on outsourcing, 
often using contractors to 
obtain specialist technical 
knowledge. Car manufactur- 
ers. for instance, have 
achieved their current level 
of electronic sophistication 
by outsourcing a significant 
proportion of development 
work. 

Although some UK compa- 
nies have successfully fol- 
lowed this route, others have 
made ill-judged attempts to 
emulate their overseas coun- 
terparts. Businesses have 
outsourced indiscriminately, 
with disastrous conse- 
quences for their own 
research capacity. “Some 
companies have lost large 
chunks of their technology 
business without realising 
that it is going to be useful 
in the future,” says Dr Steve 
Bone, director of business 
innovation at Scientific 
Generics, a consultancy. 

“I know of a number of 
companies that have made 
scientists redundant and 
then had to get them back 
again in three years time. 
They hadn’t really put 
together a coherent techni- 


cal strategy before they 
approached the exercise." 

Other consultants who 
support the principle of out- 
sourcing acknowledge that 
significant numbers of UK 
companies abuse the ser- 
vices provided by contract 
researchers. John Buckley, 
head of global technology at 
PA Consulting Group, bas 
outlined in a book how some 
corporate research and 
development departments 
outsource work to try and 
create the impression that 
they are increasing the num- 
ber of projects while cutting 
internal costs. 

In other cases, he says, 
companies outsource 
low-level research work that 
is unlikely to significantly 
advance their technical 
expertise. 

The development of a sen- 
sible approach to outsourc- 
ing has also been hindered 
by intellectual rivalries 
between groups of research- 
ers. Corporate research and 
development departments 
can be hostile towards solu- 
tions suggested by outside 
organisations - what Mr 
Buckley describes as "not 
invented here" syndrome. 

There are also doubts 
among company researchers 
about the quality of the 
work of some of the indepen- 
dent consultancies that have 
sprung up in response to the 
rapid Increase to the use of 
outsourcing. “The best of 
them are very hi gh quality.” 
says Peter Doyle, research 
and development director for 
Zeneca Group. 


“But, as in any activity, 
there are good companies 
and not so good companies. 
People pfle Into an area and 
they don’t necessarily have 
the quality, competence and 
expertise to be the best In 
the sector." 

Other observers say ten- 
sions between company 
researchers and independent 
consultants are indicative of 
a culture clash between the 
scientific focus of the farmer 
and the more management- 
oriented approach of tbe lat- 
ter. Mr Blunden says UK 
research managers tend to 
be less keen to use science 
for profit than their counter- 
parts In the US and Japan. 
“This is a critical issue that 
has its roots In the attitudes 
and patterns we develop in 
the Higher Education com- 
munity," be says. 

There are dangers In ask- 
ing scientists to view the 
worth of their work through 
the prism of commercial via- 
bility. Crude application of 
this philosophy could lead 
companies to abandon 
research that is unprofitable 
yet integral to their develop- 
ment 

Dr Bone says a number of 
Scientific Generics’ clients 
have suffered as a result of 
hiring big consultants that 
laid excessive emphasis cm 
the potential of research pro- 
jects to yield quantifiable 
profits. Many of the consul- 
tancies sent assessment 
teams of young MBA gradu- 
ates who had little technical 
background and often rec- 
ommended termination or 
outsourcing of work that 
could not be clearly linked 
with future revenue. 

Such ill-considered shifts 
towards contracting out can 
lead to the erosion of the 
technical base that supports 
a company’s existence. “No 
sane company can invest in 
all the technology it needs to 
support its products.” says 
Dr Bone. 

“But there is a problem if 
[research management] is 
done by people who do not 
understand the technical 
ramifications of the work. 
That could be very damag- 
ing." 


Aware of the 
potential of 
innovation, few 
businesses know 
how to realise it 


It is not what you spend, it 
is bow yon spend it It is no 
longer enough to concen- 
trate an the total value of a 
research budget; what mat- 
ters is the effectiveness at 
that research. 

This argument which has 
gathered force in recent 
years, is underlined by Carol 
Galley, co-head of Merrill 
Lynch Mercury Asset Man- 
agement 

“Our key message is that 
companies should ensure 
that their investment in 
R&D creates value," she 
says. “TO achieve this, the 
investment must be coherent 
with the overall strategy of 
the firm and be qfflHantiy 
managed.” 

The case for ensuring that 
R&D planning is consistent 
with the company’s strategy 
is obvious. But It is easier 
said than done, according to 
a study by Arthur D Little, 
management consultants. 

When It talked to senior 
managers from 669 compa- 
nies worldwide about inno- 
vation. it judged that align- 
ing innovation with strategy 
was one of the most signifi- 
cant obstacles to creating 
value. 

It is not hard to see why. 
By its very nature. Innova- 
tion requires "out-of-the- 
box" thinking. The challenge 
lies in nurturing this sort of 

thinki ng, while ens urin g 
that It does cot conflict with 
the strategic goals of the 
company. Moreover, predict- 
ing the outcome of R&D pro- 
jects can be extremely diffi- 
cult. - 

Nonetheless, companies do 
better if they try to organise 
their research to be In line 
with their strategy, accord- 
ing to ADL. "Innovation not 
aligned with strategy can 
cause chaos and poor 
results," it says. Companies 
with only a superficial 
understanding of long-term 
scenarios have difficulty in 



Sc ienc e lesson: R&D must be in line with company strategy 


deciding where to go, rarely 
make decisions, find idea 
generation and idea ranking 
more difficult and so cannot 
achieve their innovation 

potentlaL 

Yet once a company bas 
decided to address these 
Issues, tackling than is, usu- 
ally, relatively straightfor- 
ward. A for more profound 
obstacle lies with the cul- 
tural issues that can often 
make or break a research 
effort When it comes to 
these “softer" Issues, the 
best run companies have 
some factors in common, 
according to ADL. These arm 

• Clear top management 
support and commitment. 
Chief executives must be 
explicit abont the impor- 
tance of innovation; they 
must invest for tbe longer- 
term and they most be toler- 
ant of fall ore when it comes 
to developing and laun ching 
new products. 

• Ensuring that one of the 
most senior executives - 
possibly a “chief technology 
officer" - has the role of 
overseeing the company’s 
technology. This helps cre- 
ate an overview of the whole 
company, which is often 
lacking when companies 
have a bolished their central 
R&D laboratories in favour 
of business unit-based cen- 
tres. 

• Skilled leaders and man- 
agers. 

• Ensuring that the mar- 
keting and technology 
departments are in the same 
location. This overcomes one 
of tiie most common prob- 


lems in managing R&D, 
namely that technology and 
marketing departments 
rarely communicate effec- 
tively. 

• Ensuring that innovation 
operates effectively across 
functions and is well ali gned 
with strategy. 

# “Visioning” and idea-gen- 
eration processes. It is 
important to create a num- 
ber of different approaches 
to creating a vision of future 

possibilities and generating 

specific ideas. 

Apart from these broad 
issues, it is hard to general- 
ise about how best to struc- 
ture research, which often 
depends on tbe history, cul- 
ture and strategy of specific 
businesses. Moreover, many 
companies are having to re- 
examine the organisation of 
their R&D operation in the 
light of new trends. 

One such is information 
technology, which has the 
potential to greatly improve 
the efficiency of R&D. Far 
example Nortel, the telecoms 
company, has carried out 
software research simulta- 
neously in North Carolina 
and India — allowing 
researchers to take advan- 
tage or the time difference to 
pass on their work at night 
to researchers in another 
part of tbe world. 

Another factor Is globalisa- 
tion. Increasingly, compa- 
res can conduct their 
research anywhere. More- 
over, they recognise the 
importance of carrying out 
R&D locally to adapt tech- 
nology for regional markets. 


Yet another factor is the 
escalating costs of R&D, 
which is driving merger and 
acquisition activity in some 
industries. For example, 
when Glaxo Wellcome and 
SmithKUne Beech am, the 
pharmaceutical companies, 
proposed a merger, it was 
argued that their combined 
mass would give a new impe- 
tus to research because 
Glaxo’s expertise in “combi- 
natorial chemistry” would fit 
well with SmithKline’s 
expertise in genetics. 

That said, some factors 
militate against this trtff^. 
Set a&ainst the 


mm Kite ogiuuM in is ow-. 

Set against the tendency^to '3 
create ever larger research 
operations is an increasing 
recognition of the impor- 
tance of motivating individ- 
ual researchers. 

Many managers believe 
that scientists tend to be 
more productive in small 
groups where they can share 
in the financial rewards of 
their work. Share option 
schemes, corporate ventur- 
ing (where companies farm a 
“spin off" R&D company to 
concentrate on a particular 
area of interest) and outsour- 
cing are all popular mecha- 
nisms for achieving these 
goals. As Ms Galley puts it: 
“The results of cultivating 
an entrepreneurial culture 
or aligning the interests,./?; >. 
individuals with the intk' 
eats of shareholders he 
striking". 

Given the often conflicting 
demands from trying to fos- 
ter both efficiency and cre- 
ativity, it is unsurprising 
that many businesses feel 
that they need to improve 
tbeir R&D management. 
Less than 25 per cent of the 
ADL respondents said they 
were happy with their cur- 
rent innovation perfor- 
e^ance. But 84 per cent of 
them strongly endorsed the 
statement that “innovation 
in our company is viewed as 
a much mare critical busi- 
ness success Factor than it 
Was just five years ago." 

Few companies have mas- 
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tered the art of derivig* , 
business value from innovt ># 
tion. But even fewer have 
yet to acknowledge its 
importance. 
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Vision comes back in focus 


Scientists have fiscal Incentives to encour- 

high hopes that R&D “ *** 

the government The expectation of more 
will deliver new mo ? ey m .*&« spending 

xl , review comes mainly from 

IUnaS Whitehall leaks and off-the- 

. , . record briefings. Bnt there 

A sense of anticipation is was an official hint by Gor- 
growing among those who don Brown, the Chancellor 
follow the UK's science pol- in Parliament earlier this 
1 i^ " a feeling that the gov- month; “The rundown erf sd- 
emment is set to increase ence and technology under 
.significantly its support for the previous government is 
research and development, something which no govern- 
Observers expect to see more ment should have allowed 
^direct public expenditure cm and something we are not 
•R&D announced in next prepared to tolerate.” 
month’s comprehensive A change of heart is 
spending review, followed by becoming increasingly 

EU * by Sarner Iskander 


urgent as the infrastructure 
crumbles, says Save British 
Science, the US’s most vocal 
scientific pressure group. 
The problem is greatest in 
the universities, which do 
most of the country’s baric 
research and sci entific train- 
ing; their government flmd- 
Ing per head is 40 per cent 
less than the average for 
developed (OECD) countries. 

This concern is echoed by 
the UK’s big spenders on 
industrial research, includ- 
ing Glaxo Wellcome, Pfizer 
and British Telecom. These 
companies say that the 
equipment in many univer- 
sity science and engineering 


departments is so bad that 

they dtp havin g friq -eagiwgly 
to look abroad for collabora- 
tion with academic research- 
ers and well-trained «mff 
The Commons Science 
Committee called in April 
for £42Qm in new money to 
rebuild the academic infra- 
structure, while Save British 
Science is pressing for a 
long-term commitment to 
double public spending on 
basic and strategic research, 
from ££Gbn to ESiJbn a year, 
by 2006. 

"This is not ambitious; it 
will leave government 

investment in civil R&D. as 

a percentage of GOP, below 


the OECD average today and 
below the UK value in 1981,” 
says John Mulvey, director 
of Save British Science. 

Labour has concentrated 
its efforts to stimulate corpo- 
rate R&D on encouraging 
small, high-technology 
start-up companies. 

One Initiative, announced 
in the Budget last March, is 
the "University Challenge”, 
a £5Gm venture capital fund 
to provide “seed funding” for 
academic entrepreneurs (the 
government is providing 
£20m. with the .remaining 
£30m coming from the Well- 
come and Gatsby trusts and 
other sources). 


Flesh cut even tighter to the bone 


. v \ minister 
- U [<>r talks 
in Niger# 


Any reduction in 
. - funding will leave 
Europe even 
further behind its 
competitors 

Getting ministers from the 
15 members states to agree 
unanimously on an Ecul4bn 
budget for the European 
-'’Union’s fifth Framework 
Programme (FFP) was no 
jfeasy task. But convincing 
w Edith Cresson, the EU com- 
r missd nner in charge of sci- 
ence. research and develop- 
ment, to make do with this 
sum might yet prove to be 
more of a challenge. 

* With backing from the 
European Parliament. Us 
1 Cresson has vowed to stick 
to her proposal for 
Ecul&3bn for the four-years 
starting next January. 

The budget agreed by the 
-•Council of ministers, she 
points out, is Ecu500m less 
than the funds allocated to 
the previous four-year frame- 


work in real terms «nrj the 
shortfall is even more pro- 
nounced after adjusting for 
economic growth. 

R&D is not the only sector 
to feel the threat of the axe. 
as member states step up the 
pressure on Brussels to show 
budgetary restraint. But a 
cut in R&D funding would 
be particularly ill-timed. 

Europe has for a long time 
been behind Its main com- 
petitors with R&D spending 
in the EU amounting to only 
2 per cent of gross domestic 
product, compared with 5L8 
per cent in the US and 3 per 
cent in Japan. The Commis- 
sion recognises that private 
funding should drive scien- 
tific innovation but believes 
the public sector has a role 
to play. 

The biotechnology sector, 
for example. Is almost 10 
times larger in the US than 
in the EU. The Commission 
feels this puts the EU at a 
disadvantage in what is 
expected to be one the fast- 
est growing sectors. 


The situation is similar in 
information technology. The 
US is not only leading in tnfe 
field, it is also constantly 
widening the gap. with 
annual growth of 8.7 per 
cent, compared with 7 per 
cent in the EU. And the US 
is stepping up public funding 
of R&D. 

Commission officials 
describe as “unprecedented” 
President Bill Clinton’s 
recent decision to allocate 
$29bn of public funds to 
reasearch from this year. 
This is expected to increase 
to $38bn by 2003. 

W hile the amount of the 
FFP is still under discussion, 
the Commission and the 
Council have agreed on its 
content, which is divided 

Info four main fh grape- 

• improving the quality of 
life and managing natural 
resources; 

• a user-friendly informa- 
tion society; 

• competitive and sustain- 
able growth; 

• preserving the ecosystem. 


"What is really new in the 
Fifth Framework Pro- 
gramme is the strong 
emphasis on the consumer,” 
says the head of a French 
food research institute. 
“Food safety, in particular, 
plays a very important part” 

Consumers have become 
increasingly concerned 
about food safety in the 
wake of the BSE - or mad 
cow disease - crisis of 1996. 
Concern over the rapid pace 
of innovation in the Add of 
genetic En g in ee rin g ha«t aim 
increased the public's partic- 
ipation in the debate over 
health implications. - 

The telecommunications 
sector is aiwi an important 
beneficiary, as part of the 
decision to promote the 
“infor mation society”. 

“The explosion of internet 
use in the past couple of 
years has played an impor- 
tant part by increasing the 
visibility of the telecoms sec- 
tor,” says a telecommunica- 
tions analyst at a US Ranh- in 
London. “And by having to 



Brown knows; will the Chancellor increase funding? 


Under the proposal, uni- 
versities will compete for the 
venture capital funds, either 
individually or in consortia. 
They will have to demon- 
strate to an expert judging 
panel that they have a range 
of viable projects for seed 


follow ah the recent mergers 
in the sector, the European 
Commission has become 
increasingly aware of its 
strategic importance." 

The main objective of the 
IT strategy is to meet con- 
sumer demand for services 
such as >in«iiih . administra- 
tion and transport, with new 
technologies. An unspecified 
proportion of the fimds will 
be allocated to fixture tech- 
nologies, as they emerge. 

However, while new sec- 
tors impose themselves as 
obvious candidates for pub- 
lic funds, others lose out 

Aerospace, which was one 
of the largest beneficiaries a 
decade ago, is among the los- 
ers in the FFP. According to 
one scientist, this could be 
due to the weakening of 
competition from the former 
Soviet Union. 

To make her request for 
additional funds more palat- 
able, Ms Cresson proposes to 
tackle some of the Shortcom- 
ings observed in previous 
Framework Programmes. 


These include inefficient 
decision-making processes 
and cumbersome bureau- 
cratic practices which hold 
up progress. 

Correcting these problems, 
she says, will increase trans- 
parency for EU citizens, sci- 
entists and companies. 

Ms Cresson also wants to 
increase the participation of 
small and medium-sized 
enterprises (SMEs). which 
account for almost two 
thirds of the private sector's 
total output and have con- 
tributed more than BO per 
cent of job creations in the 
past five years. 

The Commission says 
SMEs’ participation in the 
Fourth Framework Pro- 
gramme increased by more 
than a third between 1995 
and 1998, and should con- 
tinue to rise. 

Measures favouring SMEs 
will be reinforced in the 
FFP, with the introduction 
of a new system to help 
them finance and protect 
Innovation. 


funding, a manager from the 
private sector, a supervisory 
board drawn primarily from 
the business community and 
entrepreneurial staff with 
the time and support to com- 
mercialise their research. 

The scheme has gone 
down well with those trying 
to encourage academic 
entrepreneurs. Ederyn Wil- 
liams, managing director of 
University of Leeds Innova- 
tions, says; “Our biggest 
problem is finding seed corn 
investment in the £100,000 to 
£200,000 level. University 
Challenge is the best way 
the government could have 
spent £20m to stimulate 
spin-offs from universities.” 

The government also 
announced three more ven- 
ture capital funds, totalling 
£240m, to support small and 
medium-sized businesses, 
particularly in high-tech sec- 
tors such as computing and 
biotechnology. 

Other measures to help 
research-based start-up com- 
panies are under active con- 
sideration by the Treasury 
and Department of Trade 
and Industry. As John Bat- 
tle, the science and Industry 
minister, points out, one fea- 
ture of the present govern- 
ment, in contrast to its pre- 
decessor, is the way different 
departments - particularly 
Treasury and DTI - are 
working together to promote 
R&D investment 

One possibility is a scheme 
to help the cash flow of 
start-up companies by 


ASHWAtfBMDOrf 

enabling them to offset early 
losses against national insur- 
ance contributions or by sell- 
ing tax losses. 

A debate is raging within 
government over whether 
more general tax incentives 
should be introduced to 
encourage large as well as 
small companies to do more 
R&D. Several other coun- 
tries, including France and 
the US, have schemes for 
R&D tax credits. 

Economists have tradition- 
ally been sceptical about the 
effectiveness of R&D tax 
credits and fiscal experts 
fear that their main impact 
in the UK would be a rela- 
belling of existing activity as 
R&D. But a recent study by 
the Institute of Fiscal 
Studies in London shows 
that they do have an impor- 
tant effect in stimulating 
R&D investment - and 
influencing where multina- 
tional companies do their 
research. 

“The previous government 
acknowledged the impor- 
tance of investing in R&D 
but did not put it Into a con- 
text where it could make a 
real difference. We have 
pushed science up the 
agenda within government.” 
says Mr Battle. “My vision is 
of the UK leading the world 
in business performance, 
underpinned by effective 
R&D” 

The next year or so will 
show how serious the gov- 
ernment is about helping to 
achieve Mr Battle's vision. 


R&D EXPENDITURE; RANKING OF TOP 300 UK COMPANIES BY SECTOR 
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MANAGEMENT & TECHNOLOGY 


INTERVIEW LEO MULLIN, DELTA AIR LINES _ 

Outsider’s task to 
sharpen up Delta 
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Richard Tomkins on the former banker 
who has been handed the task of piloting 
the US airline out of the doldrums 

Leo Mullin cuts an that Delta, the third-biggest 
W- unlikely Ggure as a US airline, could justifiably 
*'—'•'2 US airline boss. In an have laid claim to that rank, 
industry generally noted for or something very close to it 
iis swaggering, larger-than- In the 19S0s, he says, the 
life bosses, he is slight, company, based in Atlanta, 
brainy and bespectacled. It is Georgia, had a “southern 
as though an accountant had gentility, a warmth” end fly- 
just walked into the saloon, lng Delta was the “most 
Last year Mr Mullin was enjoyable experience in the 
brought in as chief executive airline business", 
of Delta Air Lines after But in the early 1990s, 
Delta's board dumped Ron- Delta, was hit by a combina- 
airi Allen, the previous tion of three events: the Gulf 
incumbent, who had been war, an economic downturn; 

with the airline all his work- 

mg life. ... . . . 

.Arguably, Delta needed a I Ve had QOOu 
change. Tile airline used to 

be one of the world's Quest, and bad lUCK, and 
oozing quality from every 

rivet. But in the 1990s, heavy I’m VGfy happy tO 
cost-cutting bad left it 

run-down and decrepit, ser- take On gOOG lUCK 
vices had deteriorated, and 

the board could do longer When IT COITies 


Ldo Mullin cuts an 
p unlikely figure as a 
US airline boss. In an 
industry generally noted for 
ils swaggering, larger-than- 
life bosses, he is slight, 
brainy and bespectacled. It is 
‘ us though an accountant had 
just walked into the saloon. 

Last year Mr Mullin was 
brought in as chief executive 
nf Delta Air Lines after 
Delta's board dumped Ron- 
ald Allen, the previous 
incumbent, who had been 
with the airline all his work- 
ing life. 

.Arguably, Delta needed a 
change. Tlie airline used to 
be one of the world's Quest, 
oozing quality from every 
rivet. But In the 1990s, heavy 
cost-cutting bad left it 
run-down and decrepit, ser- 
vices had deteriorated, and 
the board could no longer 
tolerate the rising tide of 
customer complaints. 

Even so. Mr Mullin's 
appointment looked odd. A 
Harvard MBA, he came from 
the comparatively humdrum 
world of banking and elec- 
tricity utilities, and his only 
previous experience or the 
US airline industry was as a 
passenger in business class 
collecting frequent flyer 
miles. 

Further, Mr Mullin had 
never had a job as chief 
executive. He came close to 
it at First Chicago, the retail 
bank, where he was chief 
operating officer and heir- 
apparent. But the job eluded 
him when First Chicago was 
acquired by the National 
Bank of Detroit, and be 
moved on to become 
vice-chairman of Unicom, a 
Chicago utility. 

But whatever else the 55- 
year-old Mr Mullin may lack, 
it is not ambition. “I have 
one fundamental goal in the 
time (hat I am granted as 
Delta's leader." he says. 
“And that is to make It the 
best airline in the world." 

As Mr Mullin recalls, it 
was not so very long ago 


and its costly acquisition of 
Pan Am's European routes. 
The airline plunged into a 
Financial crisis. Suddenly, 
cost reduction became its 
primary goal. 

Along the way, standards 
plummeted. There were mas- 
sive Job cuts. The aircraft 
became shabby, the in-flight 
food service declined, and 
employee morale disinte- 
grated. Last year. Delta 
ranked bottom of the 10 larg- 
est US airlines for punctual- 
ity. 

In Mr Mullin's view, this 
need never have happened. 
Yes, he says, Delta had to 
cut costs. And that was 
achieved. But customer ser- 
vice should not have been 
sacrificed along the 
way. 

“In all of the messages I 
have conveyed to the 
employees of Delta, I have 
indicated that there are two 
crucial requirements that 
must be met," he 
says. 

"First, we must become a 
customer-focused airline and 
provide excellent customer 


service, relative to our com- 
petitors. And second, we 
must be an extremely effi- 
cient airline. with 
a cost structure that is below 
the average cost structure of 
the rest of the 
industry.” 

These are not conflicting 
objectives, Mr Mullin says. 
For example, punctuality is 
the most important variable 
affecting customer satisfac- 
tion. 

At the same time, it is cru- 
cial to the efficient delivery 
of services that rely on inter- 
connections between flights. 

“The greatest foul-up we 
can have is not to be on 
time, because it means 
everything all the way back 
through the system has to go 
into problem-solving mode 
rather than an efficient anq 
streamlined operational 
mode.” he says. It also 
results in very unhappy cus- 
tomers. 

Mr Mullin says the best 
companies In the US are 
those that combine excellent 
customer service with effi- 
ciency - tor example. Gen- 
eral Electric. 

“GE has excellent cus- 
tomer satisfaction in all of 
Its businesses,” Mr Mullin 
says. “And yet there is a 
constant requirement placed 
an all GE businesses by Jack 
Welch [GE’s chairman] to 
seek productivity improve- 
ments to fund the necessary 
Initiatives to keep up that 
customer satisfaction. 

“That is the kind of man- 
agement mentality that has 
to be inculcated into Delta." 

Mr Mullin has been bring- 
ing in other outsiders to the 
traditionally in-bred Delta. 
From General Electric, he 
has recruited Warren Jen- 
son. previously financial 
chit* of GE's NBC television 
broadcasting subsidiary,' as 
chief financial officer. A new 
information technology 
chief, Charles Feld, came 
from the Burlington North- 
ern Santa Fe railroad. And 
earlier this month Mr Mullin 
poached Frederick Reid, 
Lufthansa's chief operating 
officer, appointing him chief 
marketing officer. 
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TECHNOLOGY WORTH WATCHING 


Sending clearer deep ocean signals 


Frequent flyer: Muffin wants to rebuM Delta Montage: Jamie Han 


Meanwhile, Mr Mullin has 
been speeding up the pace of 
aircraft refurbishment, fund- 
ing it with productivity 
improvements achieved else- 
where. And with Delta lag- 
ging behind other US air- 
lines in computer systems 
that set fares and schedules, 
he has set a target of install- 
ing the latest information 
technology throughout the 
company within two years. 

One early setback suffered 
by Mr Mullin was losing a 
contest with Northwest Air- 
lines to seal a marketing alli- 
ance with Continental Air- 
lines, the tifth-biggest US 
airline, when Continental 
went looking for a partner at 
the end of last year. But he 
more than made up for it in 
May by signing a marketing 
agreement with United Air- 
lines, the biggest US carrier. 

If the deal Is approved by 
the US antitrust authorities, 
United and Delta win link 
their frequent flyer pro- 
grammes and offer seats on 
each other’s flights in cases 
where their own services do 
not serve the passenger's 


destination. That should 
increase passenger numbers. 

Mr Muffin says the agree- 
ment is significant, but not 
fundamental to the compa- 
ny's future. Much more 
important is to build the 
company's powerful base in 
the south-east and eastern 
US and across the Atlantic. 

“Those were the founda- 
tion elements of Delta, and 
there are enormous growth 
prospects within those busi- 
ness platforms." 

In one sense, Mr Mullin 
has been lucky. A booming 
US economy and strong 
demand for ah' travel have 
given him breathing space to 
test his management tech- 
niques at Delta in exception- 
ally benign circumstances. 
His real test will come in the 
□ext downturn. 

It is a point he is ready to 
concede. "We are not awash 
with money, but we have 
plenty of passengers. I am 
lucky in that respect 

“I’ve had good luck and 
I've had bad luck, and I'm 
very happy to take on good 
luck when it comes.” 


British electronics experts 
believe they have developed 
the most sophisticated 
system to date tor 
transmitting images from 
the deep ocean without 
heavy and unwieldy cables, 
writes Simon Hadlington. 

The system has been 
tested successfully in docks 
and in a Scottish loch. Trials 
win shortly be carried out in 
the North Sea. 

The device, based on a 
technique called high data - 
rate telemetry, has been 
designed for small- 
unmanned craft used to 
maintain undersea 
structures and for 
exploration. Currently, such 
vehicles are tethered to a 
mother ship by a cable, 


Needles that 
take pain out 
of injections 

A pain-free method of 
delivering injections has been 
developed by researchers in 
the US. The array of minute 
needles - each much thinner 
than a human hair - 
penetrates only the outermost 
layer of skin, which contains 
no nerve endings. 

The Georgia Institute of 
Technology, which adapted 
silicon chip manufacturing 
techniques to make the 
needles, says they would be 
easy to use. The patient 
would aknpiy peal off a 
backing finer and 
stick the array on to tee 
akin. 

It believes they would be 
particularly useful for 
administering the big 
protein-based molecules 
developed by biotechnology : 
companies, for which the pain 
and inconvenience of frequent 
injections Is a drawback. 

The microscopic needles, 
which carry drugs into deeper 
areas of the skin where they 
are absorbed by capillaries 
and canted into the 
bloodstream, can Increase 
absorption by as 


through which video Images 
may be transmitted, 

The work has been carried 

out by a team led by Ofhrer 
Hinton at the University ot 
Newcastle upon Tyne, with 
funding from toe 
Engineering and Physical 
Sciences Research Counca 
and the Centre for Marine 
and Petroleum Technology, 

an Industry body. 

The only way of sending 
information over large 
I distances in the sea Is by 
sound waves, 

“Because low frequencies 
I have to be used, the 
bandwidth is Bruited," says 
Prof Hinton. "Also sound 
waves tend to bounce off 
everything in sight, 
so you get very strong 

!N BRIEF 


much as 25,000 times. 

Georgia Institute of 
Technology: US. tel 
4048946986; http: I I 
www.gtrt.gatech.edu/rco. html 

Imaging speeds 
drug screening 

Imaging technology will 
accelerate drug screening in 
pharmaceutical research, in a 
deal this week between 
Am Graham Pharmacia 
Biotech, the Swedtsh-British 
company, and image 
Research of Canada, writes 
Cove Cookson. They will 
produce a screening system 
called Leadseeker, which may 
increase the potential drugs 
screened from 100,000 a 
week to 100,000 a day. 

At the heart of the system is 
a sensitive digital camera with 
a specialised lens. 

Amersham Pharmacia Biotech: 
UK tel 1222 526000: e-mail 
Hsa.coweOOeuMpbbtech.com 

Oscillations can 
blend fluids 

Conventional industrial 
blending processes use 
open-topped mixing machines 
to stir the Ingredients. But a 
technique that uses 


reverberation." 

Another problem Is the 
Doppler effect, where a 

change In frequency of the 
! sound wave occurs if two 
I ends of toe communication 
1 faifc are moving towards or 
away from each other. 

However, improved digital 
processing technologies aid 
better signalling hardware 
has enabled the Newcastle 
team to develop software 
that can make sense of ti» 
distorted signals. 3 

‘'Because it is difficult to 
make sense of the signal £f 
you listen In only one piece, 
we use seven separate 
receivers, each of winch 
picks up slightly different 
information," says Prof 
Hinton. 
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You keep 
the roses. 

Modern IT systems promise you the flexibility 
end speed you need to keep that crucial step 
ahead of your competition. The breathtaking 
pace with which new technofogies are being 
developed for distributed systems and corn- 
pfex network structures is opening up brand 
new freedom and a wealth of options for 
custom-tailored IT solutions. The real world, 
though, shows that this new freedom also 
brings with it a host of new problems. 


We worry about 
the thorns. 

Maximum system availability hinges upon compre- 
hensive support and cross-vendor know-how. Man- 
power and expertise that often enough exceed the 
capabilities of your own team. That doesn't have to 
be a problem for you, though, if you put your trust in 
a competent partner who will stand by you right from 
die very beginning in planning, designing, deploying 
and operating your custom-tailored IT solution. A 
partner who will take the bothersome routine work off 
your hands and let you focus on your core business. 
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Information Technology 
without theThorns. 
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So you can concentrate on the challenges 
of your market and leave the deployment 
and support of your systems and net- 
works to Siemens Nixdorf IT Service. 
Our specialists have the cross-vendor 
know-how that's needed to assure maxi- 
mum availability of your systems. For 
more information, simpfy fax this ad to 
us at +49-89-636-45579. Don't forget 
to add your name and address! 


Siemens Nixdorf: User Centered Computing 
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THE ARTS 


CINEMA 


in life 


sly liaisons 
and love 


Nigel Andrews has 

a word or two 
about ego-tripping 
directors 


There is a case In modem 
movie grammar that we 
should call the Possessive 
Idiotic. I struggled to concen- 
trate in early scenes of The 
Object Of My Affection, a 
gently funny film about love 
(gay and straight), because I 
was haunted by the opening 
credit title. This said M A 
Nicholas Hytner FHm". 

Now, wfaat in the n^me of 
auteurs hip and cine-seman- 
tics is a “Nicholas Hytner 
Film"? We know what a 
“Nicholas Hytner Stage Pro- 
duction*' is: something com- 
pelling with a conceptual 
through-line and great sets 
and lighting (see Xerxes. 
Carousel etc.) But a Hytner 
Film? Until last week it 
would have been gnmc-thin p 
fussy, errant and costumed 
like The Crucible and The 
Madness Of King George. 
With this new film it can 
also, apparently, be laid back, 
modem and serendipitous. 
Ergo, there is no such thing, 
yet at least, as a “Nicholas 
Hytner Film". 

Yet movies - a collective 
art - continue to dish out 
this ego-tripping credit, 
which might be allowable in 
painting at literature but in 
cinema should be reserved 
strictly for proven prodigies: 
those whose every frame is 
DNA-fingerprintable with 
their personality, like Chap- 
lin, Welles, Godard and Tar- 
kovsky. 

End of lecture: or almost 
The precise virtue of The 
Object Of My Affection is 
that it is everyone’s film . 
Wendy Wasserstein wove 
the witty script from Step- 
hen McCauley's novel, set in 
a merrily interactive New 
York where the rich and 
famous (Nigel Hawthorne as 
a theatre critic. Alan Alda as 
the heroine’s literary agent 
Dad who apparently bandies 
everyone from Michael 
Crichton to Fidel Castro) 


keep jostling with the poor 
and bohemian. And Jennifer 
Aniston, of TV’s Friends, 
makes the main role so 
sweetly and astringently her 
own - a girl struck with love 
for her gay flatmate (Paul 
Rudd) and wanting him to 
parent her child by a dis- 
credited boyfriend - that I 
am happy to walk around 
Leicester Square bearing' a 


THE OBJECT OF MY 
AFFECTION 

Nicholas Hytner 


GIRLS' NIGHT 

Nick Hunan 


PALMETTO 

Volker Schiondorff 


GOING AU. THE WAY 

Mark PeHington 


MIMIC 

GuiDermo Del Toro 


JOURNEY TO THE 
BEGINNING OF THE 
WORLD 

Manoel De Oliveira 


PONETTE 

Jacques Dot Ikm 


placard saying “This is a 
Jennifer Aniston Film.” 

At the movie's beating 
heart is the question, "Can 
you have a lifelong love part- 
nership without sex?" Anis- 
ton and Rudd try it, she 
eagerly, he less: the differ- 
ence being that she is sexu- 
ally drawn to him while he 
isn't to her. So the comedy 
comes partly from the duo’s 
contrasted body language - 
she all brave, choked shrugs 
and airy behavioural camou- 
flage. he all put-upon adora- 
bility - and partly from the 
verbal and facial language of 
the relationship’s onlookers. 

John Pankow battens won- 
derfully on the role of the 
pugnacious, opinionated, 
soon- to-be-ex boyfriend. Alda 


is a treat as Dad. And Haw- 
thorne plays a sort of male 
Marschallin in his own real- 
life Rosenkaoalier. an ageing 
gay whose young protigi is 
stolen by Rudd but who 
remains the soul of brave, 
benedict! ve stoicism. “Paul 
and I have been meandering 
through some of the better 
Australian Chard onnays ” he 
says to Rudd; and says it as 
only a great trouper can, 
with a perfect blend of high 
frivolity and hidden heart- 
ache. 

* 

Girls' Night, made by Gran- 
ada TV as its contribution to 
the British movie renais- 
sance, is unbelievable. My 
theory is that actresses 
Brenda Blethyn and Julie 
Walters were coshed and 
kidnapped somewhere on 
the Ml before being told to 
co-star in this film and like 
it. Blethyn’ s character is 
dying of cancer. Factory col- 
league Walters is dying for a 
trip to Las Vegas. So the two 
northern lasses compromise 
and cross the Atlantic 
together. 

Here BB laughs through 
her tears. JW weeps through 
her laughter, and the worst 
nightmare is yet to come. 
This is a cowboy-hatted Kris 
Kristofferson paying court to 
them with a good or boy 
accent (“Ah bin busy gettin’ 
ready far the rodeo"). The 
film is like La Boheme 
caught in head-on collision 
with The Girl Of The Golden 
West, though Puccini would 
no doubt ran screaming 
from the whole thing. 

The critic walks from this 
straight into Palmetto. Here 
the dodgy accent? are 
deployed by Elizabeth Shue 
and Woody Ebrreban, ani- 
mating a Florida-set James 
Hadley Chase story about 
kidnap and murder. Ex-con- 
vict Harrelson must con 
Shue's millionaire husband 
- whose German accent is 
explicable only by the -fact 
that the director is Volker 
Schiondorff and probably 
needed company on the set - 
out of $50,000 by “abducting" 



Struck with low for her gay flatmates Jennifer Aniston and Paul Rudd In The Object of My Affection' 


Shue's co-scheming step- 
daughter. 

It all goes wrong with 
frightening predictability. 
By the close the Miami mon- 
soon season has started, so 
essential to melodrama; 
Shue is noirishly vamping it 
up, as if possessed by the 
spirit of Uzabeth Scott; and 
the corpse-disposing bath of 
add in the garage is working 
overtime. 

There are more engaging 
human crises in Going Ad 
The Way, a "coming of age" 
movie in which the first 
ward is operative, ar more 
exactly non-operative. In 
1050s Indianapolis young 
Sonny, played by the endear- 
ingly diffident Jeremy 


Davies of Spanking The 
Monkey, a sort of acne-gen- 
eration Montgomery Clift, 
cannot rise to the occasion 
when thrown together with 
beautiful women. HIb confi- 
dent Mend Ben Affleck, 
fresh from Korea, tries to 
help him HSs appalling cake- 
baking mother (Jill Clay- 
burgh), a kind of one-woman 
Christian militia, tries to 
hinder him- 

Scripted by Dan Wakefield 
from his own novel and 
directed by pop-promo alum- 
nus Mark Pellington, the 
film is long on period atmo- 
sphere but shorter on inno- 
vative plotline. Its portrait of 
adolescence feels like an 
umpteenth pressing of 


Catcher In The Rye . though 
made palatable by its affec- 
tionate, cigarette-card view 
of the 1950s. 

■k 

Mimic is the week's adorable 
folly. We hardly know 
whether to laugh or cry as 
New York falls victim to 
giant half-human bugs. 
These have mutated from a 
genetically engineered cock- 
roach originally designed to 
wipe out cockroaches. (Ludd- 
ite message to science: stop 
trying to be so clever.) Mira 
Sorvino is the entomologist 
heroine is a role requiring 
equal parts sleuthing and 
screaming, and Mexico's 
Guillermo del Toro, of the 
estimable Cronos, directs 


with lashings of broody 
chiaroscuro. 

Finally, art Two foreign 
movies puff into port, trying 
to find berths between the 
American independents. 
Manoel De Oliveira’s Jour- 
ney To The Beginning Of . 
The World gives a last rest- 
ing place in film legend to 
Marcello Mastroianni. Sere 
and seigneurial even though 
dubbed into Portuguese, he 
presides over a journey-fable 
full. of sights and occasional 
insights. 

Jacques Doillon’s JPonette 
is the tale of a four-year-old 
girl (Victoria Thivisol) 
adjusting, as only four-year- 
olds can, to her mother's 
death. She is mystified but 


matter-of-fact. “1 can't play. 
I’m waiting for my mother” 
she says; “No one comes 
back from the dead," 
responds her equally factual 
schoolmate. Sometimes she 
and her Mentis invent 
games that try to cross a 
bridge into other worlds. 
Sometimes they strive for 
moral conclusions (“Your 
mother wouldn't have died if 
you weren’t bad”). And 
sometimes Ponette just sits 
and weeps. 

It’s a spare, touching, 
imaginative fibn T And at the 
Venice Film Festival the 
startlingly good Thivisol 
became the youngest person 
ever to win a Best Actress 
prize. 


Moved by the rhythm of life 



THEATRE 

austairmacaulay" 


Dm DM HatgMwrtmod 
Royal Court Downstairs, 

St Martin's Lant^ London WC2 


New reaches at human complexity: ZoS Wanamaker as Jolly. 


The Old Neighborhood, David 
Mamet’s latest play - or triptych 
of plays - creates a strange, 
small, rich, deep world onstage: 
three separate and different 
slices of bib and lives revisited. 
But long before that much has 
become apparent, it has already 
long held you with its rhythm. It 
grasps you from the first sen- 
tence; it never once lets up; it 
never stops changing. The larger 
meaning of a play lies in its 
rhythm; and The Old Neighbor- 
hood - certainly as delivered 
here at the play's European 
premiere - is one of the supreme 
rhythmic experiences that thea- 
tre in the ’90s has yet afforded us. 

The Old Neighborhood is, of 
coarse, foil of meanings. As the 
play begins, it plunges you 


straight in mediae res : from 
which point, you can scarcely 
keep your head above water as it 
bears you along. Yet all tt gives 
you is talk. Nothing but talk; and 
life. It plays like Schubert. 

Mamet’s ear for the way 
Americans talk is extraordinary. 
He seems to give you an unadul- 
terated transcript of the way 
people converse - and yet we 
also feel his irony. For he so 
highlights the streams-of-con- 
sciousness. the repetitions, the 
backtracks, the non-sequiturs of 
bis characters that he seems to 
be ftwatfwwijnng them. 

Jolly. “Would it have killed 
them to’ve given me a pair of 
skis? Was that so ludicrous? A 
monster like myself? Was that 
so..." (Pause.) Bob: “(softly): 

“ ... yes " Jolly. “Christinas 

Day ...” (Pause.) “Christmas 
Day." 

Bob, a man just over the brink 
of middle age, is the character 
who connects the triptych. Yet 
he mainly listens; his life is only 
Deetingly the issue. In The Dis- 


appearance of the Jews, he listens 
to his old friend Joey in a Chi- 
cago hotel roam about what has 
happened to the people they 
knew, and about the absorption 
of Jews into American culture 
In the three short scenes of 
Jody, his sister Jolly (occasion- 
ally accompanied by her husband 
Carl) talks to him about the last- 


when they do it, they ..." 
(Pause.) “they get pleasure from 
it" 

In this quick-pouring series of 
brief phrases, there are more iro- 
nies, and absurdities, than Deeny 
is aware of. Io Mamet, most of 
the characters always lay bare 
for more ctf themselves than they 
themselves see. That is not to say 


In David Mamet’s dramas, most of the 
characters always lay bare far more of 
themselves than they themselves see 


ing scars left on her by their par- 
ents. And in Deeny, his ex-lover 
Deeny talks to him of her-- 
thoughts now. • 

Deeny. “ . . . But I have got good 
taste. And I like it, and they like 
me. and there you have it What 
a success story. How’s your life?" 
Bob: “ As ' yon see.” (Pause.) 
Deeny. “I was thinking of tribes 
that mutilate themselves, and it 
occurred to me that, perhaps, 


he tells you how to think about 
them. With one phrase, you burst 
into laughter; with the next, the 
laughter is wiped off your face. 
So his rhythm proceeds, con- 
stantly tragicomic. 

Mamet plunges you straight 
into the play at the beginning, 
bat, whim suddenly his ending 
arrives (only 70 minutes later), 
its finality is beautiful 

Deeny. “Goodbye, then, love." 


Bob: “Goodbye, love." The ambi- 
guities are exquisite. Goodbye 
to you my ex-lover, goodbye 
to tiie past, my past; goodbye to 
all love because goodbye to 
you. 

The five actors at the Royal 
Court play The Old Neighborhood 
as if conducted by Toscanini. 
Every iamb, every pause, every 
ping-pong exchange of stlcho- 
mythia. is brilliantly controlled, 
revealing its place within the 
rhythmic architecture of the 
whole. 

This says much about the 
director. Patrick Marber. Colin 
Stinton is very fine in the quiet 
semi-detachment of Bob. Diana 
Quick, an actress elsewhere 
sometimes mannered and tricksy, 
is here compelling in a highly 
multi-faceted account of Deeny; 
Zoti Wanamaker as Jolly, Vincent 
Marzello as Carl, Ltnal Haft as 
Joey, all extend themselves to 
new reaches of dynamics, preci- 
sion, human complexity. 

William Dudley's set Includes 
layers of old translucent 
black-and-white photographs of 
people and places: a poetic col- 
lage worthy of Rauschenberg, 
and utterly right for this poeti- 
cally most absorbing play. 


INTERNATIONAL 


Guide 


AMSTERDAM 


Deutsche Oper 

Tel: 49-30-34304-01 ' 

• La Gioconda: by Ponchiefli. 
Revival conducted by Marcello 
Vtcrtti In a staging by Filippo 
Sanjust Juh 27 , 30 

• Manon: by Massenet New 
production conducted by JIB Kbut 
in a staging by Cesaire Ueve. With 
sets by MoigherHa Patti and - 
costumes tv Luigi Fecego; Jin 26 

• Werther by Goethe. Concert 
performance coriducted by Alain 
Gulngal; Jun 25, 28 


Teatro Comunafe 
Tat 39-055-211158 
wwwjmggicJk>rentino.corn 
La Bohhmo: by Puccini. Conducted 
by Semyon Bychkov In a staging 
by Jonathan Miller, 

Jun 30 


LONDON 


FORT WORTH 


OPERA 

Netherlands Opera, Hot 
Muzfefctheater 

Tel: $1-20-551 8911 
Siegfried: by Wagner. New 
production conducted by Hartmut 
Haenchen tn a staging by Plane 
Audi; Juh 25, 29 


BERLIN 

CONCERT 
Konxerthaus 
Tel: 49-30-203090 
Choir and Orchestra of 
Johanneskirche Schlactensee: 
conducted by Stephan WolftfleWcn 
in Haydn's “Die Schfipfung* 
oratorio. With soprano Lisa Rave, 
tenor Jan Kobow and boss Jfirg 
Schnelden Jun 25 


BOLOGNA 

OPERA 

Teatro Comunale 

Tel: 39-051-629 999 

wm/j&ttuno.ttftxtts&rocc^ 

Don Giovanni: by Mozart. New 
production conducted by Daniele 

Gatti in a staging byGSanfranco de 
Bosio, wife designs by Pasquate 
Gross!; Jun 26 ' 


EXHIBITION 
KimbeH Ait Museum 
Tet 1-817-3328451 
www.timbeBart.org 
Modernism - The Art of Design 
1680-1940: wi deranging display of 
works from the Norwest coflection. 
Examples of modernist design 
range from the British Arts and 
Crafts movement and Art Nouveau 
of the late 19th century through the 
Bauhaus and Art Deco to the 
1920s and 1930s; to Sep 13 


CONCERTS 

City of London Festival 

Tel 44-1 71 -638 8891 

• English Chamber Orchestra: 
Gala Concert tribute to the late 
Peter Diamand, featuring artists 
Including Claudio Abbado, Daniel 
Barenboim and Rad u Lupu; 
Barbican Centre; Jun 29 

• The English Concert Bach's 
Complete Brandenburg Concertos, 
led by director Trevor Pirmocfc; at 
Goldsmiths’ Hall, Foster Lane; 

Jun 26 


produced In the 1950s. This 
display Includes around BO 
paintings, from the 1930s to the 
present, and is curated by David 
Sylvester in consultation with the 
artist; from Jun 25 to Sep 6 • 


Phflharmonfe Gastetg 
Tet 49-89-5481 8181 
Philharmonia Orchestra: with tenor 
Josti Cura, in works by Puccini; 
Jun 30 


Symphony No. 8; Jun 25, 
27,28 


VIENNA 


BRUSSELS 


DANCE 

Staatsoper unter den Linden 
Tab 49-30^035 4555 


Swan Lake; new staging try Patrice 
Bart, with designs by Lube 
Spinafeiti; Jun 30 


OPERA 
-LaMonnaie 
Tet 32-2-229 1211 

• Don Pasquata: by DontzettL 
New production conducted by 
Philippe Jordan in a staging by 
Frangob da Carpentries on the 
Lurart heater stage; Jun 26, 28, 30 

• The Turn of foe Screw, by 
Brfttert New production conduc ted 
by Antonio Pappano in a staging 
by Keith Warner, wffo designs by 
Stephana Lazaridis; Jun 25, 28, 28, 
3Q 


GLYNDEBOURNE 

OPERA 

GJyndeboume Festival Opera 
Tet 44-1273-615 000 
Rodeflnda: by Handel. New 
production drected by Jean-Marie 
VSflSgler, with sets by Nicolas de 
Lajartre and Pascals Cazates. With 
foe Orchestra of foe Age of 
Eringhtenment conducted by 
WBBam Christie; Jun 25, 27, 30 


Royal Festival Hall 
Tet 44-171-960 4242 

• PhDharmonia Orchestra: 
conducted by Christian Thielemann 
in works by Wagner and 
Beethoven. With mezzo soprano 
Anne Sofle von Otter; Jun 25 

• Philharmonia Orchestra: 
conducted by Christian Thielemann 
in works by Schumann and 
Beethoven. With piano soloist 
Alfred B render, Jun 28 


OPERA 

English National Opera, London 
C olise um 

Tet 44-171-632 8300 

• Doctor Ox's Experiment: new 
opera by Gavin Bryan*, with a 
libretto by Blake Morrison, after 
Jules Verne. The production is 
directed by Atom Egoyan, with 
sets by Michael Levine and 
costumes by Sandy Powell; Jun 30 

• Falstaff: by VerdL Revival of 
Matthew Warchus’s production, 
conducted by Paul DanieL Donald 
Maxwell sings the title rote; Jun 25, 
27.29 


NEW YORK 


EXHIBITION 
Museum ofModem Art 
Tet 1-212-706 9 480 


THEATRE 

The ptt, Barbican Centre 
Tat 44-171-638 6691 
The Gift written and performed by 
Angela de Castro; to Jul 4 


www.moma.org 
Alexander Rodchenko 
(1891-1955): first major US 
retrospective of the most Important 
Russian artist of the period 
following the 1917 revolution. A 
founder and leading theorist of 
Constructivism, Rodchenko 
abandoned foe traditional mediums 
of painting aid sculpture in favour 
of experimental forms, 
photocoltage and graphic design. 
The show presents 300 works 
created between 1915 and 1939; 
from Jun 25 to Oct 6 


EXHIBITION 

Kunstforum der Bank Austria 
Tet 43-1-533 2266 
From Monet to Picasso: display of 
120 works, starting with French 
Impressionism and Pointillism, and 
ranging through the Russian 
avant-garde and German 
Modernism to 1945. Includes 
examples of cubism, 
constructivism. Expressionist and 
Surrealism; to Jun 28 


TV AND RADIO 

• WORLD SERVICE 
BBC World Service radio for 
Europe can be received In western 
Europe on medium wave 648 kHZ 
(463m) 


OPERA 


FLORENCE 

OPERA 


LEEDS 

OPERA 
Grand Theatre 
Tet 44-113-222 6222 
Opera North: Jean of Arc, by Verdi. 
New production by PMBp.Prowse, 
conducted by Richard Fames with 
a cast heeded by Susannah 
Gtanvffle and Arthur Davies; 


Wlgmore Hafl 

Tel: 44-171-9S5 2141 
Ysaye Quartet: In chamber muse 
by Beethoven. Faurd and Dvorak. 
Accompanied by Pascal Rogfr, 
Jun 27 


EXHIBITION 
Tate Gallery 
Tet 44-171-887 8000 
Patrick Heron: b. 1920, Heron is 
one of the leading figures of 20th 
century British art He led the 
development of abstract art In 
Britain with hte stripe paintings 


MONTPELLIER 

DANCE 

Montpelier Dance Festival 
Tet 33-4-6760 8360 
Merce Cunningham Dance 
Company. Ocean. Collaboration 
between Cunningham and 
composer John Cage, featuring 15 
dancers, wtfo the Montpeffler 


PARIS 

OPERA 

Opera National de Paris, Optra 
Bastille 

Tet 33-1-4473 1300 
La Traviats: by Verdi. Production 
directed by Jonathan Miller and 
conducted by James Cordon; Jun 
25,28 


EUROPEAN CABLE AND 
SATELLITE BUSINESS TV 


• CNN International 
Monday to Friday, GMT: 


0&3& Moneyline with Lou Dobbs 
13J30: Business Asia 
19.30: Works Business Today 
22J00: Wodd Business Today 
Update . 


Philharmonic Orchestra; at the 
Zenith; Jun 26. 27 


MUNICH 

CONCERTS 


SAN FRANCISCO 

CONCERTS 

Davies Symphony HaU 

Tet 1-415-664 6000 

wwwsfsymphony.org 

Sen Francisco Symphony 

Orchestra: conducted by Michael 

Titaon Thomas to Mahler’s 


• Business/Market Reports; 

05:07; O&07; 07:07; 0820; 09:20; 
1020; 11320; 1132; 1220; 1320; 
1420. 


At 0820 Tanya Beckett of FTTV 
reports Dve from UFFEastha 
London market opens. 


^L-., -TT— —I’ 
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SAMUEL BRITTAN 

ECONOMIC VIEWPOINT 

Brown’s brave plan 

The chancellor will need luck if he is to combine a substantial 
increase in public spending with a reputation for frugality 



The east Asian and Japanese 
financial crises are a reason 
for adding a cautionary note 
to economic policies in the 
older industrial countries, 
but not for Ignoring than 

altogether. One example is 
the latest British 
government pronouncement 
on public spending' totals for 
the three years 1999-2000 to 
2001-2002. These were 
published two weeks ago 
under the hyped-up title 
"Stability and Investment 
for the Long Term". 

The document was 
evidently produced in a 
hurry to bring restraint to 
the spending departments. It 
has been reported as both a 
big shift towards higher 
public spending and as a 
frugal fiscal strategy. I hope 
this is not a return to the 
practice erf previous Labour 
governments - to give 
different messages to 
different audiences. 

If we seek a non-partisan 
perspective, a distinction • 
must be made between 
public sector finances and 
public sector spending: On 
the farmer, the government 
has indeed tried to be highly 
cautious. On the latter, 
however, it has used all its 
room fix- manoeuvre to Jerk 
up the total. This does not 
amount to a public spending 
explosion, but it does 
involve a rise in the 
proportion of tax revenues to 
the national income. 
Moreover, both the financial 
frugality and the cautious 
expansionism of the public 
spending greatly 
depend on avoiding a hard 
landing. 

There are some changes in 
presentation, which seem 
reasonable but which 
complicate comparisons. The 
government now has a 
target for the current budget 
balance, making a 
distinction between capital 
and current account. 

There is, in addition, a 


new target for net public 
sector debt, which is 
projected to fall from 45 per 
cent of gross domestic 
product in 1996-97 to under 
42 per cent in the current 
financial year and to 38 per 
cent by 2001-02. But the debt 
ratio responds only 
gradually to changes in 
government finances. It is 
therefore backed up by a 
third objective for “public 
sector net borrowing", 
expected to be around zero 
from this year onwards. The 
familiar public sector 
borrowing requirement has 
been de-emphastsed. 

By contrast, public current 
and capital spending 
together are expected - after 
two years of near-stagnation 
-to increase by a real 2% 
per cent a year over the next 
three years. A recent 
estimate from Goldman 
Sachs puts the annual rate 
of increase at 3 per cent for 
“discretionary spending" - 
that is, excluding debt 
interest and cyclical social 
security spending, as used to 
be normal for planning 
purposes. These rates are all 
Easter than the trend growth 

UK pubfc sector nt borrowing 

As a % of GDP 


or national output estimated 
at 2V. per cent a year. 

Neither the new nor the 
old definitions fully reveal 
the possibilities of backdoor 
public spending via the 
private finance initiative and 
similar programmes. A good 
example is the government 
guarantee of £3.8bn of the 
debt on the quite 
unnecessary Eurotunnel 
rapid rail link to central 
London. 

The biggest threat to 
government plans comes 
from the evolution of the 
economy. The only 
allowance for the economic 
slowdown that is in the 
pipeline is a reduction of 
actual forecast growth to IV. 
per cent this year and 2 per 
cent next year, after which 
the economy is projected to 
be back on its 2Y* per cent 
trend. The so-called 
“cautious case" merely 
reduces the cyclical 
correction to the budget 
balance in every single year 
and does not affect its path 
at all. 

The projections do not 
take into account the 
possibility of a modi bigger 


slowdown under the 
influence of world economic 
I forces - at present mainly 
from Asia, but which could 
be transmitted to other 
i countries such as the US. 
Nor does it take frill account 
of possible delayed domestic 
effects of the Bank of 
England's monetary 
tightening. In most 
economic cycles, output, falls 
well below trend in the 
slowdown phase. 

The historical table at the 
end of the government’s 
projections shows that the 
projected improvement in 
the public sector current 
balance is smaller than that 
achieved under the last 
government between 1984-85 
and 1968-89. The same 
applies to public sector net 
borrowing and the debt 
ratio. 

Of course, after that 
improvement the public 
sector descended into large 
deficit and the debt ratio 
shot up under the Influence 
of the recession of the early 
1990s. It is too glib to assume 
that this cycle was just an 
aberration and that a way 
has been found to avoid the 
booms and busts that have 
characterised capitalism far 
at least 200 yearn. A 
recession In which output 
foil 3 per cent below trend 
would, on official estimates, 
add £20bn to public 
borrowing; and the cyclical 
sensitivity has probably 
increased since the Treasury 
last carried out its analysis. 

It would have helped If the 
government plans had put 

mare emphasis an their 

application to a whole 
economic cycle rather than 
the year-to-year pattern. 
Recent economic cycles have 
lasted 10 or 11 years; a 
three-year programme is not 
long enough to show the 
trend movement 

Playing with definitions is 
not going to solve the basic 
problem. Nor will hoping 
and praying for a more 
stable economic 
environment, which is not in 
the power of the UK 
government alone to 
provide 

The moral is not that we 
need a slash-and-bum 
programme towards public 
spending. Many of the forces 
making for front- and 
back-door increases in pablic 
spending, would still have 
been there if the 
Conservatives had stayed in 
power. The problem is that 


public demand for services 
such as education, health 
and social security rise more 
than in proportion to 
national Income and- 
probably fester than public 
willingness to pay through 
taxation. 

One more fundamental 
approach, which has been 
developed in a Social Market 
Foundation book by Evan 
.Davis, is to put much greater 
emphasis on the so-called 
purchaser-provider split* 
This was developed by the 
last government but marred 
by bad implementation, 
especially in the National 
Health Service Properly 
implemented, it enables 
citizens to get better value 
for money by harnessing 
competitive forces and the . 
private gain motive. 

Another approach is 
applied to the NHS by a 
second SMF book by John 
Wflhnan. ** this is to 
introduce more user charges, 
for instance through 
payments for visits to 
doctors and for hospital 
stays, as well as for special 
amenities during treatment. 
Exemptions would be 
reduced to cover only those 
on means-tested benefits. 

The purchaser-provider 

split will not provide much 
help in amtrolling public 
spending totals. And 
charging will only do so 
because erf the accounting 
accident that charges count 
as negative expenditure. The 
two sets of reforms are not 
mutually exclusive and both 
can help provide sharper 
incentives to public service 
providers as well as to users. 
A point that em erges from 
both books is that there is 
no need to have an iron 
curtain between publicly 
provided health and 
education and the private 
sector. A modern economy is 
wealthy enough to provide 
citizens with the means to 
top up basic state services at 
their discretion. 

An open debate, free from 
the worst kind of ideology, 
wotdd not remove the 
business cycle or straighten 
out fluctuations in public 
finances. But it might enable 
us to take these inevitable 
fluctuations in our stride. 

*Pubtic Spending, Penguin, 
£8.99 

**A Better State of Health. 
Profile, £8.99 

samueUmHan@ft.com 
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LETTERS TO THE : EDITOR 


Japan can find lesson in recovery 
in UK’s great depression past 

While this policy mix 


From Professor Sieve 

EL Banka. 

Sir, Your leader {“Para- 
chute for the yen", June 20) 
asserts that the best hope for 
a recovery In Japan Ties in 
a further and sustained fis- 
cal expansion". In doing so, 
you have repeated an old 
Keynesian canard: that a fis- 
cal stimulus is necessary to 
remedy a slump because 
monetary expansion will 
merely push on a string. 

Japan's comprehensive fis- 
cal deficit is almost 7 per 
cent of gross domestic prod- 
uct, and confidence, some- 
thing Keynes himself laid 
great stress an, is scarce in 
Japan. Under these condi- 


tions. the evidence shows 
that more fiscal pump* 
priming will further erode 
confidence and depress real 
activity. 

Your endorsement of the 
advice being peddled in 
Tokyo by Robert Rubin, the 
US treasury secretary, and 
Lawrence Summers, Ids dep- 
uty, is off base. Japan should 
lift a page from the past and 
adopt the same macroeco- 
nomic policy that pulled 
the UK out of the great 
depression. 

The 1931*1937 recovery was 
associated with a sharply 
contractionary fiscal policy 
coupled with an expansion- 
ary monetary policy. 


would do the trick for Japan, 
it would make hash out of 
the new Washington cons®, 
sus that calls for a stronger 
yen. That is why Mr Rubin 
and Mr Summers have 
embraced the nostrums of 
fiscalism and have remained 
deafeningly silent about 
japan’s overly tight mone- 
tary policy stance. 

Steve H. Haute, 
professor of applied 
economics. 

The Johns Hopkins 

University, 

Baltimore, 

Maryland 21218, 

US 


il 


Popular misconceptions about genetics 


From Professor Robert 
Pritchard . 

Sir, The “Perils of unnatu- 
ral science” (June 20) 
repeats two popular miscon- 
ceptions, the first being that 
until genetic engineers got 
going genes did not cross 
species barriers. 

Genes have been crossing 
species barriers for millions 
of years. A good example is 
the genes which cause anti- 
biotic resistance in bacteria. 
They are usually acquired 
by the bacteria from other 
organisms. The mechanis ms 
that allow this to happen are 
the very ones that genetic 
engineers exploit We can be 
sure that the bacteria inhab- 
iting every rotting human 
corpse will pick up human 
DNA and spread it around. 


The second is that there is 
a serious risk that geneti- 
cally engineered plants or 
animals will T- rm amok- Jer- 
emy Rifltind cited examples 
of living things that have 
done this. He failed to make 
clear that every organism 
that has run amok as a 
result of human intervention 
{from syphilis in Europe to 
rabbits in Australia) has 
been a natural species. 

No man-made organism 
has ever run amok any- 
where. This is because 
genetic manipulation or any 
kind changes a living thing 
that has been genetically 
honed by natural selection 
to survive in the real world 
into a cripple. Every gar- 
dener knows this. If he sits 
back in his deck chair it is 


the weeds which take over 
and his precious cultivate 
which disappear. Even drag- 
resistant bacteria disappear 
as soon as they are no longer 
protected by doctors flooding 
your body with antibiotics. 

It has been said many 
times (With sound empirical 
and theoretical backing) that 
the only safe organisms are 
genetically modified ones. 
The opposite argument has 
no theoretical or evidential * 
basis. But this is not a mes- 
sage people want to hear - 
they prefer science fiction. 

Robert Pritchard, 
professor emeritus of 
genetics, 

Leicester University, 

8 Knighton Grange Road, 
Leicester LR2 2LE, UK 


ECB advantage when political support lacking 

From Mr Gus Demopouios. Central Bank during cur- Europe might be at an 

Sir, In the article “Nobody rency intervention, as In the advantage by not having 

In charge” (June 22). Wolf- case of the yen. political support for the 

gang Muncb&u tafks of “why I would like to suggest ECB. 
the euro will not replace the that currency intervention is 

dollar". a useless exercise in the long Gus Demopoulos, 

He concludes that Europe run and that no central bank 201 East 88th St_, 

laHrc the political support should engage in such New York, NY 10028, 

needed to back the European action. Therefore, I believe US 

Number One Southwark Bridge, London SE1 9HL 
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mtaa wnttenwtfwmah rt B ma forv* tangueoas. Fam->44 171-673 5838. Lafflare atnM Ob cypad and mx hand wntfen. 
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Ma Bell on the offensive 


Richard Waters argues that by buying TCI, AT&T could become not only a local as 
well as a long distance telephone company but an entertainment group too 


J ust four months ago, 
the largest US tele- 
phone company 
seemed trapped In a 
blind alley. 

There was no way for- 
ward. AT&T’s share of 
America's $80bn 
long-distance telephone bust- ’ 
ness had been falling for 
years. The company 
accounted for around half of 
the market, that share 
would decline further when 
local carriers were allowed 
into the business. AT&T 
seemed to have no choice 
but to live with fixe former- 
monopolist’s curse of manag- 
ing down Its oncedaninant 
position. 

Nor did there seem to be 
any turn sideways. Branch- 
ing out Into the SlOObn local 
market, something made 
theoretically possible by the and financial risks. But if It Congress. Millions of Ameri- 
2996 Telecommunications works, it could change not can families would have a 
Act, would bring a new only the company but the choice of local service for the 
source of revenues to com- structure of the US telecom- first time - a prospect that 
pensate for Ma Bed's loss of munications and entertain- has seemed years away, 
long-distance business. How- meat industries as well given the slow pace of tele+ 
ever, to do that the company Even before yesterday, two phone deregulation over the 
would either have to build acquisitions - one com- past two years. More 
its own links all over the pleted, the other abandoned that, it could help AT&T 
country - something that - had shown where the new achieve the long-sought com- 
could take a decade - or rely AT&T was heading. The bination of telecoms and 
on the networks of the Baby company pulled off a £LL3bn enter tainmen t businesses by 
Bells that were created when purchase of Teleport, an delivering voice, data and 
it was broken up. Under- Independent local carrier, video to millions of consum- 
standably, the Bells have earlier this year, giving its ers. 
fought a rearguard action first direct link to corporate Whether all this can be 
against that idea. An customers in many of the made to work - operation- 
attempt a year ago to negoti- biggest US dties. Then, last ally and financially - is a 
ate a merger with SBC Cam- month, it made an informal different matter. The canver- 
mimicatiotis, the largest of offer, worth more than gence of telephone and cable 
the Bells, proved unpalat- $30bn, for America Online, a television networks has been 
able in Washington. purchase that would have tried before in the US 

As if those two big worries put AT NT at the centre of Indeed, TCI itself agreed to 
were not enough, Michael the consumer internet bind- be bought by Bell Atlantic. 
Armstrong, AT&T’s chair- ness. one of the local carriers, five 

man since late last year, has Yesterday's agreement to years ago. That deal' fell 
had several smaller ones to purchase TCI, the country's apart, and other experimen- 
contend with. How can Ma largest cable television com- tal systems were later 
Bell piece together the sort pany may fill a different gap scrapped, 
of international network tn the strategic jigsaw. The “Everyone who went 
that would provide a more company’s cables snake into through the trials," says Bill 
uniform service to its biggest 10.5m homes in the US and Gaik, director of tetecornmn 
corporate customers? How pass by the front doors of nications and media at 
can it compete with a new another &5m potential cus- Delottte Consulting, “discov 
generation of long-distance tomers. Through interests in ared that customers weren’t 
carriers that have been other cable companies, TCI prepared to pay enough" to 
springing up in the US, and can claim to be connected to make the investment worth 
that threaten to slash the 20m homes in all. and to while, 
cost of telephone calls by pass by 33tn - a third of all Things have changed since 
using Internet-based tschnol- US homes. By using that net- then. Cable companies 
ogy? And how can it become work to deliver long-distance including TCI have invested 
more than a bit-player on service, and to begin offering heavily in adapting therr 
the internet? local calls, AT&T could by- networks to carry digital siS 

The buccaneering Mr Arm- pass the Bells in one step. nals: TCI bad planned to 
strong now believes he has This represents a respect- complete this by the end of 
found a way out of the blind able alternative to buying 2000, and said yesterday ft 
alley and an answer to many SBC, which has 33m access would accelerate the nro 
of these questions. It is one hues in totaL Audit is likely cess. Also, the cable indu«-" 
that appears fraught with to prove for more palatable try, having escaped from the 
operational, technological to anti-trust regulators and price regulation that had 



Armstrong: beSevcs he has found a way out of the blind aDey 


weighed it down in the mid- 
1990s, now has the stronger 
cashflow needed to support 
massive capital investment 
That does not mean it will* 


be easy to pipe a bundle of 


telecoms and entertainment 
services into American 
homes down a single cable. 
TCI “is at least WObn and 
two years away from being 
able to convert its cable TV 


infrastructure Into one that 
can carry telephone calls", 
says Mark Bruneau, head erf 


telecoms consulting at 


Renaissance Worldwide. 

Evm if he succeeds with 
the cable network, Mr Arm- 
strong faces another techno- 
logical challenge of poten- 
tially greater significance: 
the internet Both AT&T and 
TGI say they are preparing 
for the day when internet- 
based technology cranes to 
dominate the communica- 


tions world, reducing costs 
and cannibalising the reve- 
nues of companies still wed- 
ded to old technologies. 

There will be other signifi- 
cant challenges such as man- 
aging the combination of 
AT&T’s bureaucratic culture 
with the free-wheeling ways 
of TCL Mr Armstrong, like 
John Malone of TCI, may be 
one of the mavericks of the 
communications industry, 
but he still has to carry the 
rest of Ma Bell with htm. 

Add in a dollop of debt, and 
the transaction suggests that 
the AT&T of the future will 
look very different from the 
slow-moving utility of most 
of this century. -C 

Which is just, the way 
AT&T executives want it If 
the deal is completed, “the 
investment paradigm for 
AT&T should have changed 
forever", says Dan Carp, the 


company's chief financial 
officer. It will have finally 
broken away from the curse 
of slow growth and a shrink- 
ing market share. 

A successful merger with 
TCI could also allow AT&T 
to deal with a matter that 
has until now been less 
Pressing: expansion outside 
the US. Mr Armstrong prom- 
ised as much yesterday as he 
presented the latest in a 
whirlwind succession of 
deals. While he did not elab- 


orate on what international tfj 
moves lay ahead, his m«- ' r 
?®8e was unequivocal: 

AT&T is going on the offen- 
sive." 



















FINANCIAL TIMES THURSDAY JUNE 25 1998 


FINANCIAL TIMES 

Thursday June 25 1998 




A new telecoms 
era is here 
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Ever since the US Congress 
passed the Telecommunications 
Act in 1996, there been an 
eerie sense of anticipation. Some 
big deals have been done, but 
they left the basic structure of 
the industry unchanged. 

Until now. The meager Ameri- 
can Telephone & Telegraph has 
just announced with Tele- 
Communlcations toe (TCI) brings 
this waiting period to a dose. In 
particular, it pnrtg the asymmet- 
ric framework that gave America 
competition in the market for 
long-distance phone calls but 
effective monopolies in the provi- 
sion of local services. 

Assuming the deal goes 
through, it win make AT&T, the 
leading long-distance carrier, into 
a serious competitor in the mar- 
ket fear local telephony thanks to 
TCI's cable television networks. 
Just as important, it will give 
America's oldest telephone com- 
pany a bead-start in the battle to 
provide broadband data services 
to the home. TCI controls 
AtHome, the leader in the fledg- 
ling business of providing fast 
internet access over cable. 

Still, there is a long way to go 
before a company with its roots 
in the 19th century can really 
Claim to be delivering the service 
that will be needed in the 21st 
century. Buying a company 
founded in the 1950s only takes it 
part of the way there. 

The issue for AT&T, and for all 
the competitors in telecoms, is 
bow to provide seamless delivery 
of voice, data, and video to mil- 


lions of homes, businesses 
mobile customers - in a way thai 
fits in with internet standards 
and hides the technical cnmpipri 
ties from the user. 

Doing that requires handling a) 
least three styles of business: tfa* 
public servant caution of a 
company, the land-rush tnontai , 
ity of the cable operator, and the 
technological self-indulgence ad 
the computer industry. Combin- 


ing two of these approaches i 
difficult enou g h, as TCI's pas 
history of merger attempt! 
reveals. Combining three of then 
- and coping with TCTs program 
ming subsidiary, too - will to 
exceptionally challenging. 

When very large compauiei 
merge, it is often a sign that the] 
are seeking to recapture tin 
momentum that made them big 
In the telecoms industry, the ini 
tiative seemed to have passed fc 
smaller, more entrepreneurial 
companies, such as WorldCom 
which could more aggressively 
exploit the technological opportu 
nities. 

The AT&T/TCI deal offers botl 
companies an opportunity to 
regain the initiative, by provid 
ing a new level of service integra 
tion to an unrivalled customei 
base. But the window of opportu- 
nity will not stay (men for long 
Once the deal is done, the 
enlarged AT&T must transfont 
the services it offers and the was 
it does business. Otherwise, it 
will be unable fully to exploit the 
new telecoms era its merger 
helps to create. 
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Fading yen 
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The joint US-Japanese initiative 
to support the yen was widely 
hailed as a cleverly timed initia- 
tive. One week lata* much of the 
benefit has been eroded as the 
Japanese currency has retreated 
past YMD against the dollar. It is 
also dear that the US extracted 
little from the Japanese in 
exchange for its efforts, apart , 
from a farther promise of speedy 
measures to clean up the banking 
system. 

It would be premature to pass a 
verdict on the exercise, since cur- 
rency movements defy prediction 
over the short term. But it is 
dear that the joint initiative has 
not dispelled the nervous mood 


there is a risk that pers pe ctives 
are becoming distorted. In the 
very long run it is possible that 
Japan's creditworthiness will suf- 
fer if the response to the present 
crisis entails a prolonged and 
drastic deterioration in the public 
finances. But this is only indi- 
rectly related to the troubled 
stete of the banking system. _ . 

Japan remains the world's larg- 
est creditor country. Unlike the 
other problem countries of Asia, 
its debts are mainly denominated 
in its own currency and filers are 
no constraints on the Bank of 
Japan’s ability to act as a lender 
of last resort. Japan’s liquidity 
crisis is thus a non-crisis. 

It is also questionable whether 


in the Tokyo markets - witness 
Mthe Bank of Japan’s injection of the present preoccupation with 
™ Yi^oOhn into the money market roiwnw an «nnm- 

on Tuesday. This followed 
extraordinary gyrations in the 
share price of Long Term Credit 
Bank of Japan, whose fete seems 
to be regarded by the financial 
community as a definitive test of 
the authorities’ intentions 
towards banking reform. 

- Meantime an argument 
between the Bank of Japan and 
the Ministry of Finance over the 
appropriate level of disclosure for 
bad debts has, once again, cast 
the authorities’ approach to crisis 
management in an ypfiattaring 
light For good measure Fitch 
IBCA, the credit rating agency, 
has Joined Moody’s in making 
warning noises about Japan. 

^ In the midst of this turbulence 


banking reform reflects an appro- 
priate sense of priorities. Cer- 
tainly insolvent banks need to be 
closed and bad debts written off 
if confidence is to be restored and 
a sustainable economic recovery 
financed. Yet even assuming 
depositors are protected, as they 
must be, the short-run impact of 
sorting out the sheep from the 
goats could be more confidence- 
sapping than hdpftiL 
Moreover, fixe credit crunch in 
banking, though real, may be a 
lesser constraint on. the wider 
economy than the state of bor- 
rowers’ balance sheets. In short 
the most pressing problem, is defi- 
cient demand. And the urgent 
policy priority should be an over- 
whelming fiscal boost 


The Sun rises 


4 


At last it looks Hke a debate is 
spattering into life in Britain 
over the euro. Business oppo- 
nents and enthusiasts rally to the 
pro- and anti-euro flags- Opposi- 
tion politicians hone their argu- 
ments. Now Rupert Murdoch’s 
Sun has threatened to end its 
love affafr with New Labour in a 
fight to save the pound. 

The cmly surprise, in a way, is 
that it has taken this long for a 
battle to be joined. Since last 
October, Tony Blair, UK Prime 
minister, has been signalling his 
wish in principle to Join eco- 
nomic and monetary union. But 
until now, criticism has been 
muted by relief that fife govern- 
ment, by ruling out entry in the 
first wave next year, had sought 
to shelve the question until after 
the next general 'election. 

If this week's events signify 
anything; it is that the time Mr 
Blair had bought himself with 
this positive-but-equivocal stance 
is running out. He may have 
smoothed the watere during the 
UK’s European Union presidency, 
and provided some assurance for 
other European governments, but 
the issue was always going to 
revive in domestic politics as the 
reality of the euro loomed. What 
the prime minister lacks at pres- 
ent is a clear and purposeful 
argument to combat the critics 
and take him beyond the artfully 
confected bromides of recent 
months. 

He needs to develop an argu- 


ment, not to win over The Sun 
and others who vow to die in a 
ditch for sovereignty over ster- 
ling, but to counter the more 
thoughtful economic points of 
those who oppose early entry. 

For Francis Maude, 

the new Conservative shadow 
chancellor, has been malting 
speeches listing the real hurdles 
the B ritish economy needs to sur- 
mount in the next few years if it 
is to fit comfortably with t hose o f 
the euro-zone: serious structural 
and cyclical differences to do 
with tax. labour markets and the 
role of interest rates. 

No doubt Mr Blair would argue 
that the government is working 
to erode those differences — for 
example by giving operational 
Independence to the Bank of 
England and adopting a stable, 
rule-driven fiscal policy. The 
problem is that be also gives an 
impression of wanting to wait 
and see - that the real choice on 
E mu need only be made next cen- 
tury and that lie can govern until 
then as if all options are open. 

That is an illusion. His policy 
goal is already set He wants to 
l eyd in Europe, and he knows he 
wmnnf do so unless Britain joins 
the euro as soon as it can. Now 
he meet spell out how he plans to 
achieve this. As for The Sun, he 
should not worry. Even Mr Mur- 
doch may eventually come round 
to the wire. And history shows 
that when the facts change, be 
appoints a new editor. 
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Bill in a China shop 

Stephen Fidler and James Kynge on how the US is seeking to deal with 
one of the world's most ambiguous and important relationships 


B ill flUnfawij the US presi- 
dent Zands in Beijing 
today on what may well 
be the most significant 
foreign trip of his presidency. His 
task is to stabilise US relations 
with China alter a period of flux 
in the 1990s following the Tianan- 
men Square killings. 

Recent events show why China 
is becoming more important to 
the US. It was Beijing that called 
the meeting of the five perma- 
nent members of the UN Security 
Council after last month’s 
nuclear tests in foriia and Pakis- 
tan. And it was China that 
played a central role in encourag- 
ing the US to intervene in foreign 
exchange markets to support the 
yen last week. 

But if China is in some ways 
already playing the role of world 
power, in other respects it 
remains a curious hybrid and dif- 
ficult partn er. Though by some 
measures the second-largest 
economy In the world, its cur- 
rency is not fully convertible, 
and the rule of law is not widely 
practised, let alone democracy. 
Though one of the 10 most impor- 
tant trading nations, it remains 
outside the World Trade Organi- 
sation, which governs interna-, 
tional trading relations. And 
while its military is modernising 
rapidly, it starts from a very 
low base - and remains decades 
away from corfcJJ luting a modem 
force. 

- Thus while China is quite 
likely to achieve superpower sta- 
tus in the 2lst century, it has not 
made it yet. Partly as a result, US 
attitudes towards it are ambigu- 
ous - and so are China's atti- 
tudes to the US. According to 
Peter Rodman, director of 
national security programmes at 
the Nixon Centre in Washington: 
“China and America are today 
suspended somewhere between 
friendship and rivalry” 

It is this ambivalence that the 
second summit meeting between 
Mr Cffnton and Jiang Zemin, who 
took over the helm of Chinese 
government a year ago from the 
late Deng Xiaoping, hopes to 
clear up. 

The conflicting feelings on the 
US ride have been troubling for 
Mr din ton. particularly since he 
accused George Bush during the 
1992 eipfrH^n campaign of “codd- 


ling dictators'* from Baghdad to 
Beijing. In the early part of his 
presidency, Mr Clinton concen- 
trated on domestic policy : at the 
expense of foreign matters. The 
result, so far as China went, was 
policy drift at a time when the 
1989 Tiananmen Square killings 
hart shattered r rmpr-pgsinnal sup- 
port for friendship with China. 

In any case, Chinese policy 
towards the US was becoming 
mare hostile, partly because of 
the post-cold war shift in geopo- 
litical tectonic plates. The demise 
of the Soviet Union removed a 
threat to China as much as to the 
US. With the US left as the sole 
superpower, balance-of-power 
considerations encouraged China 
to become closer to Russia than 
it had been for decades. At the 
same time, alter Tiananmen, Chi- 
na’s leadership began to see west- 
ern democratic ideals as a sub- 
versive threat 

Two other elements have to be 
added to realise why Chinese-US 
relations entered the period of 
flux in the 1990s, and why Mr 
Clinton now wants to stabilise 
them. One Is the rapid growth of 
the Chinese economy, which, in 
purchasing power parity terms, 
makes it the second-largest in the 
world, according to the World 
Bank. The other is the democrati- 
sation of Taiwan and the growth 
there of the pro-independence 
opposition Democratic Progres- 
sive party. 

Beijing views Taiwan as an- 
integral part of China and. In 
what was one of the most danger- 
ous stand-offs since the end of 
the cold war, China fired missiles 
towards the island in March 1996. 
In response, the US sent warships 
into toe Taiwan Straits, warning 
of “grave consequences” if the 
island were hit 

According to Harry Harding, 
dean of the Elliott School of 
International Affairs at George 
Washington University, the con- 
frontation over the Taiwan 
Straits was “the most important 
single factor that caused both 
governments to be aware of the 
potential dangers of confronts- ■ 
tion and I the need] to work to a 
mere stable relationship”. 

For Beijing, the litmus test of 
US policy towards China has 
been - and continues to be - the 
question of Taiwan. The US sup- 


ported toe Kuomintang, which 
now rules Taiwan, against the 
communists in China’s civil war. 
After toe co mmunis t victory in 
1949, toe US maintained troops 
on Taiwan. “The issue that we 
attach toe greatest importance to 
is toe question of Taiwan, for this 
is toe most important and toe 
most sensitive core issue in our 
relations,” says Tang Jiaxuan, 
China’s foreign minister. 

Indeed, Chinese officials say 
that informal visits to Beijing 
and Taipei early this year by for- 
mer US officials (such as William 
Perry, the former defence secre- 
tary) helped deliver a message 
that Washington would act to 
frustrate any international recog- 
nition for toe island were it to 
declare independence. 

Chinese officials who, rightly 
or wrongly, took this as a sign 
the White House was exploring a 
possible change of policy were 
encouraged. Now. at the summit, 
they are pushing for an explicit 
statement in writing of what they 
term toe “three nos”: no “ one 
China, one Taiwan”; no Taiwan 
independence; and no Taiwan 
membership or the UN. They also 
want toe US to make a pledge to 
commit itself once more Jo 
reduce arms sales to Taiwan 
(which it agreed to do in 1982). 

However, the US ability to 


‘China and America 
are today suspended 
somewhere between 
friendship and 
rivalry 1 


move on toe Taiwan issue is coo- 
strained by legislation and by 
Congress. A delegation of legisla- 
tors from Taiwan visited Wash- 
ington last week to seek assur- 
ances that Taiwan would not be 
sold out. “We object to collabora- 
tion between Washington and 
Bering to control our future.” 
said Parris Chang, a senator from 
the pro-independence DPP. 

In his analysis, Taiwan is one 
of the five Ts - toe five main 
issues feeing Mr Clinton and Mr 
Sang. The other four are: Tian- 


anmen Square, Tibet (forcibly 
taken over by China in 1959), 
Technology transfers and Trade. 

The first two are largely 
human rights Issues, which 
means they are close to toe 
hearts of many legislators on 
Capitol Hill. Partly because of 
this, Mr Clinton - who will be 
officially welcomed to Bering in 
Tiananmen Square - will have to 
be explicit in addressing human 
rights issues. 

Some of this may be acceptable 
to bis Chinese hosts, given his 
agreement to be photographed in 
Ti ananm en Square. As Professor 
Jia Qingguo of the School of 
Internationa] Studies at Peking 
University says: “Yon need to 
push China a little bit.” 

The issue of technology trans- 
fers is another awkward one for 
Mr Clinton. He is weakened at 
home by allegations that money 
from toe Chinese military made 
its way Into Democratic party 
campaign coffers - and that his 
administration b*s been too lax 
in handing out licences to pro- 
vide China with sensitive mili- 
tarily useful technology. The Jus- 
tice Department is investigating 
allegations that the Loral Corpo- 
ration, a company whose chair- 
man is the largest donor to the 
Democratic party, broke the law 
by providing missile technology 
to the Chinese. 

Daniel Buratein, an author on 
China and adviser to the Black- 
stone Group, a New York invest- 
ment bank, says the scandal is 
overblown. “I don’t believe 
American foreign policy can be 
bought for a few million dollars 
either by China or by US corpo- 
rate interests,” be says. A senior 
administration official says 
the controversy is “85 per cent 
political". 

Nonetheless, it makes it even 
more important that Mr Clinton 
can show results. According to a 
senior US official, the administra- 
tion expects binding commit- 
ments from China on toe transfer 
of nuclear technology to powers 
such as Iran, and possibly on the 
transfer of missile technology. 
Also progress may be made on 
proliferation of chemical and bio- 
logical weapons. 

On trade, there is increasing 
concern on Capitol Hill about the 
widening deficit that the US runs 


with China. That could rise to 
$63 bn (£38bn) this year, more 
than 20 times its level in 1989. 

Nicholas Lardy, a senior fellow 
at the Brookings Institution, 
points out that this headline fig- 
ure ignores large volumes of US 
goods exported to China through 
Hong Kong. Taking this into 
account he sal’s. China is the 
ninth largest market for US 
goods and the most rapidly 
expanding of the US's top 10 mar- 
kets. To illustrate the economic 
benefits for the IK of closer ties 
with China, administration offi- 
cials say a number of significant 
orders for US exports, including 
Boeing aircraft, will be 
announced during the trip. 

Hopes have dimmed tho ugh for 
progress on the central trade 
issue: the rapid entry of China 
into the WTO. According to US 
officials. China is backing away 
from toe commitments necessary 
to join because, in toe wake of 
the Asian crisis, it is worried 
about toe impact on its fragile 
state-run companies and its 
shaky banks. Already exposed, 
they have been made more so by 
the crisis that has starved China 
of both markets and capitaL 

While Asia’s turmoil has made 
China more important as a haven 
of stability - the US has repeat- 
edly praised China's decision not 
to devalue - it has also made it 
more vulnerable. Unwise leading 
by banks has led to the build-up 
of asset bubbles. Unemployment 
is already high and rising as a 
closed and planned agricultural 
economy becomes a market ori- 
ented industrialised one. “I 
would not wish [toe Chinese gov- 
ernment’s] assignment on a close 
friend,” says the Elliott school's 
Mr Harding: 

Such difficulties are not recog- 
nised. says Mr Rodman of the 
Nixon Centre, in much of tire US 
debate. And that has skewed toe 
priorities of US policy. “Our 
debate focuses on the repressive- 
ness of China's internal system - 
which in feet seems quite frag- 
De." he argues. 

Mr Clinton will be aware of 
this, even if same of his critics 
are not As Mr Burst eln puts it: 
“China is toe biggest question erf 
toe 2lst century. I don’t think 
Clinton wants to leave hi s admin- 
istration having flunked ft.” 
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Comeback for 
the king of cable 

TCI chairman John Malone, once 
famously described by US 
vice-president A1 Gore as the 
“Darth Voder* of the cable 
industry, says politicians wtt greet 

his last strategic gambit with 
“cheers and rave reviews”. That 
may be wfshftjl thinking. But if 
Washington waves though the 
acquisition of TCI by telecoms 
giant AT&T, it'll cap a remarkable 
comeback. 

Four years ago Malone looked 
destined to disappear into 
obscurity as a brarva butfaSed 
pioneer of the cable revolution. His 
last attempt to sail - to BeB 
Atlantic in 1993 - feted when 
TCI's operating performance , 
turned sour. The stock price 
plunged and, fofiowfng foe death of 
TCI founder and mentor Bob 
Magnass, Malone seemed to have 
lost Ms way. 

Now. if everything goes to plan, 
he’ll dose a 26-year stint at foe 
top of foe Denver-based erupts by 
puffing off one of foe biggest deals 
In c o rpor a te history. add up every 
last cent and foe deal with AT&T Is 
foe equal of Sandy Wears 
combination of Travelers and 
Citicorp. “I think we’re bigger than 
Sandy,” says foe brusque 
57-year-okJ.'*And l think this one 
wW actuafly dosa” 

If it does, tire engineer and 
former McKinsey consultant will 
also secure his reputation as a 
master of financial engtoaering. 


Malone recalls advising AT&T 30 
years ago to Eeverage-up and pay 
less tax. Loaded with TCI's 
mountain of debt that’ll be the 
least of its worries. 

Rhyme and reason 

Whatever has happened to 
Mexico’s masked Zapatista leader. 
Sub-commandar Marcos? For four 
months have passed since a peep 
was heard from the once garrukxrs 
guerrilla-poet even though the 
authorities have been using brute 
force and tear-gas to take four 
"autonomous munlcfpefities’ from 
rebel sympathisers. Two weeks 
ago. six Zapa ti sta rebels were 
killed defending the town of San 
Juan Lfoertad from well-armed 
troops. AD without so much as a 
stanza from the rebel command 
post in the Chiapas high la nds. 

Rumours that Marcos may have 
(tied are scotched by government 
officials, who find foe silence as 
Infuriating as the Charmfngfy 
‘■r e verent communiqute and 
poems Marcos used to fire off over 
foe Internet Emilio Bebasa, 
President Ernesto ZedSto's 
point-man for Chiapas, has been 
seeking “man to man” talks to 
settle the conflict. Not a word of 
reply. Zapatista supporters say foe 
rebels have nothing to discuss, 
since they accuse the government 
of breaking foe one peace 
agreement so far signed. But why 
doesn't Ma/cos say so himself? 

Perhaps the answer lies in 
Shakespeare's 23rd Sonnet, which 
ats enigmatically. In English, at foe 


top of the Zapatista National 
Liberation Army's web site: ”0 
learn to read what silent love hath 
writ/To hear with eyas belongs to 
love’s fine wit" 

In the stocks 

There’s revolution in the air among 
the forgotten ranks of London 
Stock Bcchange members who 
were drummed out of the place 
when Big Sang swept the Square 
Mile In 1986. 

Publication of the Exchange’s 
annual report, reveaBng a tidy 
operational surplus and some 
rather well-recompensed directors, 
has sent the heckles rising In some 
quarters. At the heart of foe matter 
lies the compensation package 
agreed at the time of the 
Exchange's merger with the 
International Securities Regulatory 
Organisation; ownership of foe 
Exchange was removed from 
individual members - in return for 
which they each received "A" 
shares worth £10,000, redeemable 
at age 60. 

At the time foe deal was shuck, 
there were nearly 6,000 individual 
members and foe Exchange has 
recently been paying out more 
than Elm a year as they gradually 
reach foe magic age. But 3.581 are 
stffi awaiting their cheques - and 
watching the real value of the 
pay-off stowty dwindle. 

Former member Barry Fisher 
describes the £10,000 as 
•derisory* while Alan Diamond, 
another 'A' shareholder, is writing 
to Stock Exchange secretary Keith 


Robinson demanding that the 
Exchange dips Into its coffers and 
pays up. 

Diamond would love to kick up a 
toss at foe Exchange's annual • 
meeting, but the 1986 deal put 
paid to that The “A* shareholders 
have no voting rights. 

Sakakibether 

Has Mr Yen lost his touch? Until 
recently EJsuke Saka klbam, 

Japan’s vice-minister of finance for 
international affairs, only had to 
sneeze to send etarsney dealers 
into a spin. But the financial 
markets have steadfastly ignored 
his protestations that everything is 
fine wtth Japan's economy. 

Traders even ignored the billions 
spent by Tokyo trying to prop up 
foe ailing yen. The currency only 
turned when the US agreed last 
week to htervene to the time of a 
paltry $2 bn. 

The biggest blow of all to 
Sakakibara's market-moving 
reputation might have come from 
his own lips: at a G7 meeting last 
weekend, he inadvertently 
confessed to the world’s media 
that m l cannot control the markets*. 

AH this has triggered febrile 
speculation about whether 
someone might replace him. But 
for the moment his position looks 
secure: senior Japanese 
bureaucrats aren’t scrambling to fill 
his shoes. “It's not an easy 
position,” confesses one senior 
officiaL Not while foe Current 
Japanese government is running 
the economy. 



100 years ago 


Egyptian bondholders 
For a country which has twice 
compounded with its creditors 
and ‘converted" most of Rs 
loans several ttnes over, Egypt 
is doing vary well indeed. In foe 
days of its prodigality It traded 
on huge deficits, and in the days 
Of Its prosperity It uses its 
surpluses as an instrument of 
new economies. Whatever 
happens, good or evil, is sure to 
turn out well for foe Egyptian 
Treasury. Unfortunately, that 
does not always mean weB also 
for Egyptian bondholders. 
Whether the Treasury be full or 
empty, the bondholder has to 
be prepared for a hard bargain. 

50 years ago 

Readjusting coal prices 
The National Coal Board has 
been asked by foe Government 
to speed up its readjustment of 
prices and to produce interim 
changes which would make 
large cod dearer and small coal 
cheaper. 

This is one of the stops 
announced by Mr. Gattefcafi, 
Minister of Fuel and Power, 
during the Commons debate on 
coal yesterday by which the 
Government hopes to meet 
tfifficulties arising from 
comparatively large export 
demand for coeL The 

Government is also trying to 

switch home industrial demand 
to the smafl coaL 
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£s Michael Armstrong building AT&T up 
or breaking tt up? Both, perhaps. As for as 
the building up goes, buying Telecommu- 
nications Inc (TCI) for $45.5bn including 
debt at last furnishes the long-distance 
telecommunications operator with the 
platform for a local phone strategy. TCTs 
cables run past one third of US homes, 
allowing AT&T to circumvent the Baby 
Bells and go directly to consumers with a 
package of multimedia services. AT&T 
will have to spend heavily to gain access 
to those homes and upgrade TCTs net- 
work. But the prospect of serious competi- 
tion in local telephony should cause 
Washington's regulators to rejoice. 

The halleluiahs from TCI shareholders 
will be even louder. Its stock has Jumped 
140 per cent in the past year, since John 
Malone, chairman, came out of semi- 
retirement. Now AT&T is offering a 30 per 
cent premium on top. albeit in its own 
stock. At more than 14 times 1997 earn- 
ings before interest, tax. depreciation and 
amortisation (ebitda). the price is stiff. 
But Mr Armstrong, AT&T’s chairman, 
expects S2bn of synergies from year three, 
half from cast savings and hall from reve- 
nue gains. Taxed and discounted back, 
these are worth perhaps $10bn-|lSbn, 
more than the $8bn premium AT&T is 
paying. 

With TCI reinforcing AT&T’s consumer 
side and March's $Ubn Teleport acquisi- 
tion beefing up the business operations. 
Mr Armstrong has started to sort out two 
of the group's big weaknesses, tie will 
now have to strengthen AT&T’s presence 
on the internet and internationally. An 
alliance with - or a purchase of - Amer- 
ica Online would address the former. 
Hopes that AT&T might swoop on over- 
seas cable companies sent shares in the 
UK’s Telewest and Flextech, both part- 
owned by TCI. soaring. 

As a result of thin whirlwind activity, 
AT&T is turning into two different busi- 
nesses: a consumer services company, 
including TCI. growing in double digits 
but with relatively high debts and proba- 
bly best valued an multiples of ebitda. like 
other cable companies: and a business 
and infrastructure side, safer but growing 
at a slower 9 per cent best valued on 
earnings. In recognition of this, AT&T is 
setting up a so-called “tracking stock” for 
the consumer business, as well as main- 
taining TCTs existing tracking stock for 


AT&T/FBI 
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its TV programming arm. Liberty Media. 
This is a decent first step and. by allowing 
investors to differentiate, should lead to a 
higher valuation. But, as the two sides 
drift further apart - and bearing in mind 
the huge success of the Lucent demerger 
- Mr Armstrong may soon want to con- 
template a full-scale break-up. 

Psion 

It is a rare deal that lives up to its 
“ground-breaking" billing. Psion’s venture 
with Ericsson. Nokia and Motorola does. 
Its importance lies not just in the com- 
panies it draws together, but the giant it 
leaves out - Microsoft. 

Together Motorola. Nokia and Ericsson 
account for some 30 per cent of mobile 
phones manufactured. Their endorsement 
of Psion’s operating system as an Industry 
standard gives a boost to the development 
of new means of wireless communication, 
incorporating voice and data. By pooling 
Psion's software with the manufacturers' 
wireless standards and concentrating 
their marketing clout, the companies have 
created a business with huge potentiaL 

Could Psion have achieved the same 
aim by licensing its technology to the 
manufacturers rather than coiling them a 
60 per cent stake? Possibly. But it has 
chosen to lose this battle in the hope of 
winning the wan a dominant share of the 
estimated 50m-7Qm devices sold by 2002. 
Psion could have wooed the manufactur- 
ers one by one. but they might have been 
deterred by the thought of rivals signing 
up with Microsoft. Now they are wedded 
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Europe today 

Most el Scandinavia win bo dry 
and sunny but an aporoaching 
front will bring showers or longer 
spells of rain to south-western 
Norway. This front wHI sweep 
across the Low Countries and 
France bringing heavy and thun- 
dery showers to many areas. Most 
of central and eastern Europe will 
be dry with sunny spells, but west- 
ern Russia through to the Block 
Sea wtil be unsettled with thundery 
rain, The Mediterranean wW be dry 
with hot sunshine 

Rve-day forecast 
A trough of low pressure will 
develop over central Europe and 
western Scandinavia bringing 
unsettled weather with sunsMne 
and locally heavy thundery 
showers. The low pressure will 
slowly dntt eastwards affecting 
eastern Europe by the weekend. 
Southern Europe wU stay fine, 
sunny and warm to hot 
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IMF expected to release 
$670m tranche to Russia 


to Psion's system through equity stakes 
and are less likely to switch to another. 

Microsoft single-handedly established 
Its PC standard as the industry one. But 
then Microsoft Is an extraordinary fight- 
ing machine. Indeed. Bill Gates wffl pre- 
sumably not give up this battle. But for 

Microsoft's Windows CE operating system 
to rival Psion's in wireless gadgets. Micro- 
soft will have to find partners. And the 
best ones have just been snapped up. 


Lord Simpson, General Electric Compa- 
ny's chief executive, is breaking free from 
the straftjacket he inherited from Lord 
Weinstock. Alstom, GEC’s power and 
trains joint venture with Alcatel, was 
floated earlier in the week; now Siemens 
has been bought out of GPT, its telecom- 
munications arm. Gaining freedom of 
manoeuvre Is a start But can Lard Simp- 
son use it to good effect? 

The easy approach would be to sen GPT 
to another big telecoms group now that 
GEC is free to do so - making a quick 
turn in the process. Instead, Lord Simp- 
son wants to build up Marconi Communi- 
cations, as GPT is to he renamed after it is 
merged with GEC’s Italian telecoms busi- 
ness. That is a higher risk option. Marconi 
evi mmitnii-atinnc lacks both the geograph- 
ical reach and product spread of the likes 
of Alcatel, Lucent and Siemens. 

True, it has maintained high margins 
during a period when many rivals have 
struggled. But that is partly because it 
has stuck at home - enjoying a steady 
stream of business from BT - and 
skimped on research and development If 
it is now serious about expanding, mar- 
gins Will ntirinlr. 

This will not matter if Lord Simpson 
actually gets Marconi's flat revenue line 
moving sharply upwards. In theory, this 
should be possible. Marconi has some 
good data transmission technology which, 
should be attractive in the internet age. 
Ideally, Lord Simpson would like to turn 
Marconi into the next Cisco or Bay Net- 
works. The snag is that a bit of good 
technology will not be enough; a complete 
overhaul of GEC's risk-averse culture is 
needed. Lord Simpson has already relo- 
cated GEC from Lard Weinstock's Stan- 
hope Gate bunker. Maybe he should now 
move to Silicon Valley. 


By Chrysfia Freebnd fa Moscow 

The International Monetary Fund is 
expected to release a stalled 5870m 
loan to Russia today, handing the 
Kremlin a lifeline in its struggle to 
keep the country's fragile market 
economy afloat 

Stanley Fischer, the deputy man- 
aging director of the IMF, said yes- 
terday that the fund's board was 
likely to decide to unblock a new 
tranche of the IMF’s frozen $9J8m 
loan to Russia at a meeting in Wash- 
ington today. 

“We expect the tranche to be 
agreed to by the dose of business in 
Washington tomo r row." Mr Fischer 
said, after raratingg in Moscow with 
the Russian authorities. "But the 
final decision is up to the board of 
the IMF.” 

The decline in Russian share 
prices accelerated last week whm. 
the IMF took a surprise decision not 
to release the latest tranche, but yes- 
terday’s decision revived the bendi- 
mark RTS index, which rose &24 per 

rotif 

The IMF’s verdict on Russia comes 


in the middle of .the most severe 
fmgwrfaT crisis the young market 
economy has yet experieuced. 
S hares have lost more than half 
their value this year and interest 
rates at one point climbed to 150 per 
cent Grigory Yavlinsky, the head of 
Russia’s Trading democratic apposi- 
tion party, yesterday warned that 
the financial crisis could for the first 
time give real muscle to periodic 
threats by parliament to impeach 
Boris Yeltsin. Russia's president 
To calm the financial turbulence, 
the TTrpmHn has appealed to the IMF 
nnrt other intprr i ytifwiai lenders for a 
new ?i0bn-$l5bn loan. Mr Fischer 
was cautious about Russia's c han c es 
of receiving additional funding from 
the IMF, warning t alks would be 
long and difficult 
“We agreed cm a general approach 
that needed to be taken. We agreed 
that this could be a difficult negotia- 
tion hwanse the measures are not 
easy,” Mr Fischer said. He said the 
IMF would begin teik« with Russia 
about an additional stabilisation 
fund soon, but warned negotiations 
could drag cm for one or two months. 


The government also looks likely 
to face an uphill battle in its trid to 
push an emergency package of laws, 
mostly tax measures, through parlia- 
ment before it breaks for simmer 
recess on July 16. 

Alexander Shokhln. leader of Our 
Home is Russia, the progovanmeat 
faction in parliament, said the legls- - 
lature would not pass all of the mea- 
sures before its two-month summer 
holiday. 

The downbeat prediction, from the 
government’s official parliamentary 
ally coincided with an open call for 
devaluation from a leading liberal 
economist who has often collabo- 
rated with officials an government 

programmes. 

“I would like to stress once again 
today the rouble is overvalued and 
that its devaluation is unavoidable,'’ 
Andrei Illarionov, director of the 
Moscow-based Institute for Eco- 
nomic Analysis, said. "It is impossi- 
ble to sustain its present rale regard- 
less of what is being said by officials 
an d private citizens.” 

ites^ banks tremble, Page 20 


Asian upheaval cuts orders for 
US durable goods by 2.6% 


By Gerard Bata and 
Nancy Drone fa Washington 


The Asian finandfli m-frris bit deeper 
into the US manufacturing sector 
last month, as orders for durable 
goods recorded their largest monthly 
decline this year. 

Orders dropped by 2.6 per cent in 
May from the previous month, the 
Commerce Department said yester- 
day. dragged lower by weak demand 
for transport and defence-related 
equipment 

The report came as the US admin- 
istration increased pressure on 
Japan to lead Asia out of financial 
crisis with bold action to shore up 
its economy and hanking system. 

Lawrence S umm ers, the deputy 
US Treasury secretary, warned 
Japan that last week's currency mar- 
ket intervention, in which the US 
unexpectedly participated, had been 
designed to give Tokyo room to take 
the mill financial measures 
necessary for recovery. 

And as the dollar con tinued its 
plimh back towards the level that. 
sparked last week’s actum. Mr Sum- 


mers hinted that the US would not 
indefinitely support the Japanese 
currency. 

"There is a window of opportunity, 
but it wont always be there,” Mr 
S ummer s told reporters after testi- 
mony before a Senate Foreign rela- 
tions subcommittee. "That’s why 
actions [by Japan] are significant ” 

The dollar strengthened to Y140 
yesterday morning, having hit a 
recent low of Yl 36 following last 
week’s intervention. 

The fall in durable goods orders 
was the latest indication that the 
Asian crisis is dampening US manu- 
facturing activity, even as the ser- 
vice sector continues to power 
nhrari- 

Sorne economists welcomed the 
cooling of the manufacturing sector 
as a sign that the Federal Reserve 
would not raise short-term Interest 
rates. Others suggested the Fed 
might even have to drop rates if the 
apparent slowdown c ontinu ed. 

James Paulsen, chief investment 
officer far Norwest Investment Man- 
agement in Minneapolis, said the 
report reflected profit pressures on 


companies, which are starting to 
grate back on their capital spending 
plans. “With the Asian uncertainty 
and the collapse in commodity pric- 
ing. companies are wondering about 
brin g in g capacity aboard,” be said. 

Orders foil in two volatile catego- 
ries which had increased the month 
before. Transport equipment - 
mostly aircraft - which dropped by 
3J5 per cent compared with April, 
and defence goods, which plum- 
meted by 20.6 per cent. 

Other sectors also felL Industrial 
machinery orders, including comput- 
ers, fell by 1.2 per cent for the sec- 
ond month in a row. Primary 
metals orders fell by 4.1 per cent 
and electrical equipment by per 
cent 

However, orders for non-defence 
capital goods, excluding the aircraft 
sector, bounced hack by 0.9 per cent 
after April’s decline. 

In its economic data bulletin, Mor- 
gan Stanley Dean Witter said the 
figures were a “mixed report”. 

Foreign bank outcry, Page 4 
US seeks action, Page 5 
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Big players come to the 
fore at US golf courses 

An Increasing number of publicly traded groups 
are moving into the business of operating North 
American golf courses. Pushed by facraesfag oper- 
ating coats, multi-course operators are moving to 
acquire additional properties in an attempt to 
achieve economies of scale. Page 25 

South African stocks begin recovery 

South African currency 
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Tag Heuer shares fall 12% 

Shares in Tag Heuer feu by more than 12 per cent 
after the Swiss luxury watch company warned that 
the economic crisis in Asia had hurt its sales fa- 
more than previously Indicated. Page 20 

Yen weakness fails to alarm Europe 

Further weakness in the Japanese yen and a sub- 
dued opening on WaH Street failed to prevent a 
strong performance from European stock markets. 
The yen’s faH did not alarm the markets, perhaps 
because its corollary was the continued strength 
of the dollar against the D-Maric Page 27 

Canada issues D-Mark bond 

Canada has issued its first D-Maric bond for 15 
years, setting a new European benchmark for its 
sovereign Issues with a DM4 bn 10-year issue, its 
biggest global one to date. Page 28 

Resolute enters strategic alliance 

Resolute, the Australian gold miner and explorer, 
has entered a strategic alliance with BHP, the Aus- 
tralian resource conglomerate, to develop BMP’s 
portfoBo of gold assets in west Africa. Page 30 

^Ptilips Pakistan battles smugglers 

'fPhllps Pakistan, which is majority-owned by 
’ Philips Electronics, the Dutch group, faces compe- 
tition from smuggled goods that are substantially 
cheaper. In the face of shrinking profits, the com- 
pany h fighting back by focusing Hs sales pitch on 
the quality of its after-sales service. Page 22 

Aluminium plant burdened by debt 

The Plngguo AJumkriuro works, in southern China, 
looks HkB a huge miscalculation. Pingguo’s earn- 
ings cannot cover its interest payments. As aiu- 
mkiktfn prices have tumbled' and processing costs 
have soared, the plant is borrowing more each ■ 
year just to service its debt Page 30 
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Mobile system rivals join forces 

Psion, Motorola, Nokia and Ericsson in consortium to lead new generation of communications 

symo^t 


By Christopher Price 


The battlelines for a new 
generation of wireless commtt- 
nfnntions were drawn yester- 


day when Psion of the UK, Fin- 
land’s Nokia. Ericsson of 
Sweden and Motorola of the 
US announced the formation 
of a joint venture company to 
develop products utilising 
Psion's computer . operating 
system. 

The move pitches the con- 
sortium against Microsoft, the 
US software group, which has 
developed a rival operating 
system, Windows CE, based on 
the Windows desktop software. 
Both systems are aimed at 
becoming the industry stan- 
dard for a new generation of 
products expected to emerge 
Grom the convergence of the 
hand-held cranpirfgr market — 
where Psion operates - and 
the mobile phone market 

Between them. Motorola, 
Nokia «n «f Ericsson h o l d an SO 
per cent share of the epiiriiar 
phone equipment market Ana- 
lysts said the new Joint- 
venture company, Symbian, 
put Psion, well ahead of Micro- 
soft in the race to establish an 
industry standard. 

Psion shares rose 50 per 
cent, despite a negative trad- 
ing statement accompanying 

tliB annnnnrwwpnf 

Most of the assets for Sym- 
bian will come from the former 
Psion software subsidiary, 
which was developing and lic- 
ensing EPOC, the operating 
system used in Psion’s hand- 
held computers. Symbian has 



Ericsson pre s ident Johan Sborg, left, Psion's David Potter, Notts's Pekka Ato-Pietila and Motorola chairman David Brown 


Jason Orton 


been valued at £100m (5103m)- 
Psion will hold a 40 per cent 
interest, while the two Scandi- 
navian groups have paid 
£57.5m for their 30 per cent 
stakes. 

Talks with Motorola, which 
joined the project at the last 
minute, are in progress to 
determine its contribution. 
Other equipment manufactur- 
ers are to be invited to join the 
venture. David Potter, chair- 


man of Psion, said: “We intend 
to set new standards for the 
mobile digital markets of 
tomorrow. The new generation 
of products will be ingenious 
and they’ll be everywhere." 

The three equipment groups 
intend to develop a range of 
mobile devices which will 
incorporate EPOC. These win 
include “smart" phones, which 
will be able to transmit and 
receive data at greater capac- 


ity and higher speeds than 
current devices, and more 
sophisticated paging devices. 

Cellular technology will also 
be integrated into hand-held 
computers, anahttng the trans- 
mission of electronic Tnaii and 
other data from remote 
locations. 

Colly Myers, formerly man- 
aging director of Psion and the 
new chief executive of Sym- 
bian, said the advantage of 


EPOC was that it was an open 
platform which would allow all 
manufacturers to work from it 
but still be able to differentiate 
their products with different 
applications. 

Patrick Yau, an analyst at 
Nomura, said; “Psion has gone 
horn defence to offence. This 
could knock Bill Gates out of 
the market" 

Lei Page 18 


German 
group may 
buy 60% of 
Postbank 


By Andrew Rrtar ta Frankfurt 
sod Ralph Atfdns fa Boon 


Commerzbank, the German 
bank that has been the subject 
of takeover speculation, is 
holding talks that could lead 
to it buying a majority stake in 
state-owned Postbank fob 
about DMSbn (JLBbn). 

The move would bolster its 
attempts to remain indepen- 
dent and lead to a -big expan- 
sion of its domestic banking 
operations. 

Commerzbank said it was 
holding talks with Postbank - 

scheduled for privatisation - 
about posable cooperation in 
.financial products arid distri- 
bution. But it declined to 
comment on reports (bat it 
wanted to buy GO per cent erf 
the bank, estimated to be 
wrath DMSfau 

Banking sources said Com- 
merzbank hoped to obtain a 
majority stake in Postbank 
and possibly float oust of it on 
the stock market in two years. 

This would leave It with up 
to 16 per cent of Postbank, 
which operates largely 
through toe 15,000 branches of 
Deutsche Post, the German 
mail service. 

Commerzbank would earn a 
large investment banking fee 
by placing shares with inves- 
tors. Undo: Martin Kohlhaus- 
sem its chairman, toe bank is 
building up its investment 
hanking side. 

Michael Klein, analyst at 
Sal Oppenheim, said buying 
into Postbank would be posi- 
tive for Commerzbank: “This 
would emphasise that it wants 
to stay independent In terms 
of size, it is currently , faffing 


It win be dislodged from its 
place as Germany's third- 
biggest commercial bank by 
big banking mergers in Bav- 
aria and north Germany. * 

Postbank, owned by the fed- 
eral government, has referred 
questions of share stakes to 
the flnanee ministry. 

The ministry, said it had not 
held talks with anyone about 
airy acqtdsitirai of a state in 
Postbank. But a working 
group studying options for the 
bank should report in mid- 
July. Morgan Stanley, the US 
inve s tment bank, is advising 
the government 

Decisions would then be 
t*tcm how postbank would 
be privatised- The preferred 
option was a stock exchange 
Mating- But the sale of EO per 
cent to Commerzbank, before, a 
l ater listing, could be attrac- 
tive to the government since 
it would receive (he proceeds 
of the privatisation immedi- 
ately. 

Postbank, which aims to 
earn net profits of DM4odm 
this year, fa expected. to repeal 
to tire ministry this week an 
its talkswith Commenhank. 


Microsoft’s Windows 98 operating 
system launches with a whimper 


By Pad Tayforn London 

When Microsoft, the world’s 
largest software group, 
launched Windows 95 in 
August 1995, the occasion was 
marked across the globe with 
firework displays, concerts, 
parties and plenty of Microsoft 
hyperbole and hot air. 

In contrast, Microsoft's new 
personal computer operating 
system. Windows 98, goes an 
sale today with hardly a whim- 
per. There win be private par- 
ties in a few selected cities, 
luctoritug London, San Fran- 
cisco and Johannesburg, for 
the press corp6, but nothing on 
the scale of 1995. 

Yesterday, some computer 
superstores took newspaper 
advertisements to promote the 


product and inform potential 
buyers they would be open 
until midnight “so you can be 
one of the first people to pur- 
chase Windows 98". 

But generally, despite Micro- 
soft’s much-publicised court 
appearances in the US, the 
launch of Windows 9B appears 
to have attracted little atten- 
tion. Microsoft confirms this 
has been deliberate. 

Unlike Windows 95 - which 
represented a big leap in terms 
of technology and functional- 
ity from its predecessor, Win- 
dows 3.x - Windows 98 is more 
of an incremental product. 
Most independent analysts 
believe it is a worthy successor 
to Windows 95, but see it as an 
evolutionary rather than revo- 
lutionary product. 


Microsoft acknowledges this, 
noting that “the difference 
between Windows 98 and Win- 
dows 95 is much less than 
between Windows lx and Win- 
dows 95". 

The more limited improve- 
ments contained in Windows 
98 - many of which correct 
bugs that have appeared in 
Windows 95 or add support fra: 
new hardware devices such as 
DVD (Digital Versatile Discs) - 
have also made analysts ques- 
tion whether customers will be 
willing to pay the £58.95 
upgrade price in the UK. 

Most potential corporate 
buyers, many of whom did not 
upgrade to Windows 95, are 
expected to wait for the next 
version of Windows NT - NTS 
- Microsoft’s heavy-duty 


corporate operating system. 

Nevertheless, because most 
PC manufacturers will adopt 
Windows 98, Dataquest, the 
market analyst firm, believes 
it win capture 58 per emit, or 
56.7m units, of operating sys- 
tem shipments this year. 

But while shipments for 
Windows 98 will be strong, 
Data quest analysts said they 
anticipate modest interest in 
Windows 98 upgrades, with 
shipments totalling 5.5m units. 

But even if the roll-out of 
Windows 98 is not as trig an 
event as its predecessor. Bill 
Gates, Microsoft's ohairaifin, is 
unlikely to be too upset. Data- 
quest projects that his com- 
pany will have a 95 per cant 
share of all operating system 
shipments worldwide by 1999. 


GEC to 
buy out 
Siemens’ 
GPT share 


By Andrew Edgectiffe- Johnson 
fa London 

Tbe long-standing debate 
about the future of GPT, the 
joint venture between General 
Electric Company and Sie- 
mens, was resolved yesterday 
when the British group struck 
a £7D0m ($2.2bn) deal to buy its 
German partner's 40 per cent 
stake. 

GEC has owned tbe other 
GO per cent of Britain's largest 
telecoms manufacturer since it 
joined Siemens In a £2bn bid 
for Plessey in 1969. The British 
electronics company is paying 
£610m in cash and transferring 
to Siemens its 50 per cent or 
the pair’s other joint venture, 
Siemens GEC Communication 
Systems (SGCS), which makes 
call centre and video- 
conference equipment. 

Lord Simpson, GEC*s manag- 
ing director, said the telecoms 
business had not realised its 
potential “because we had a 
fundamentally flawed joint 
venture which constrained 
GPTs growth". 

He added that GEC was com- 
mitted to telecoms “for the 
long term" and said spending 
on research and product devel- 
opment at GPT would have to 
increase from about 13 per 
cent of turnover to about 
20 per cent of sales. GECs pre- 
vious attempts to increase 
research spending at GPT had 
foundered, he claimed, 
“because Siemens kept acting 
as a competitor”. 

Siemens said the sale would 
enable it to concentrate its 
telecommunications activities 
in highgrowth global sectors 
such as mobile and broadband 
da ta-trans mission technology. 

Lord Simpson said Siemens 
had originally wanted to 
impose conditions on GEC, 
preventing GPT from signing 
alliances with S iem ens* rivals. 

But Siemens has secured 
that GEC may not sell shares 
in GPT far at least a year. 

GEC expects benefits from 
merging GPT with Marconi 
SpA, its existing Italian tele- 
coms business, which supplies 
mobile equipment to the mili- 
tary and emergency services. 

In the year to March 1997, 
GECs 60 per cent share of 
GPTs profits rose from £137m 
($229m) to £149m, on sales of 
£i.03bn. At its interim results 
six months ago, GEC said 
strong volume growth had 
been offeet by price deflation 
and higher research spending. 

Lex, Page18 

GEC seeks deal, Page 26 


Telefonica targets 
Brazil for further 
expansion plans 


By Ton Brans fn KartW and 
Jooafean Wheatley fa Sfio Paeto 


Telefdnlca. the Spanish 
telecoms operator, has tar- 
geted Brazil for further expan- 
sion following its takeover of 
regional operator CRT last 
week, Juan ViHalonga, Tele- 
fonica Chairman, said yester- 
day. 

Re said Telefonica was co- 
ordinating with WorldCom and 
MCL the Booo-to-merge US 
groups with which it is forging 
a strat^ic partnership, cm pos- 
sible bids for parts of Telebras, 
the vast Brazilian telephone 
network the government is 
due to sell off next month. 

Telefonica is expected to be 
among the bidders for one or 
mare of tbe 12 companies iptn 
which. Telebras. is being 
restructured btfare its planned 
sale oh July 29 for a urtnimum 
of R$l&47bn (SH.Shn). Other 
teg operators expected to be hi 
the running - include Telecom 
Italia, France Telecom and Air- 
touch, Sprint and BellSouth 
from the US. . 

Mr Villalonga told share- 
holders at an extraordinary 
general meeting that Telefon- 
ica, bad 100 exeoittves and ana- 
lysts in Brazil weighing up 
Telebras. “We are in a position 
to undertake ambitions pro- 
jects in Brazil,” he said. 

Telefonica is likely to be 
backed in its Brazilian acquisi- 
tion drive by Portugal Tele- 
com,- which has a cross-share 
arrangement with Telefonica, 
and “by Spain’s Banco Bilbao 
Vizcaya, BBV and Iberdrola, 
the power group. 

The Portuguese carrier and 
the two Spanish institutions 
are tine" to take minority 
stakes in the Telefdnica-led 


consortium that won control of 
CRT, paying R$1.18bn for a 
50.1 per cent stake to add to 
tbe 35 per cent it already held. 
CRT, formerly controlled by 
Rio Grande do Sol, Brazil's 
southernmost state, offers 
Telefbnica a potential link 
between its existing operations 
in Argentina and Brazil. 

Iberdrola is investing 
strongly in Brazil’s electricity 
sector and BBV. which is a ref- 
erence shareholder of both 
Telefonica and Iberdrola, paid 
$450m for 55 per cent of S&o 
Paolo’s Excel Economica, one 
of Brazil’s biggest financial 
institutions, in April. 

Mr Villalonga told share- 
holders that dividend pay- 
ments would be “substan- 
tially'’ reduced and that tbeir 
eqoity investment would be 
remunerated instead by 
increased stock value. 

Under Mr Villalonga ’s strat- 
egy the bulk of Telefonica’s 
shareholder value wiU be 
delivered by an increased pres- 
ence in the fast-growing Latin 
American market He said 
Telefonica was considering a 
counter bid for the Puerto Rico 
Telephone Company for which 
GTE of the US has made an 
offer of |375m for a controlling 
stake being sold off by the 
Puerto Rican government 

The announcement on share- 
holder policy marks a novel 
development for tbe Spanish 
market Telefonica, which has 
one of the widest shareholder 
bases in Spain with more than 
tin equity holders, has tradi- 
tionally paid out about 67 per 
cent of its consolidated net 
profit and total annual divi- 
dend payments rose from 
Pta76 in 1995 to PtalQ2 last 
year. 



Perajardvi 


1812: the mystical capital of the 
Nabatean civilization is discovered. 

1997: a ground-breaking new source 
of capital is discovered. 

High yield debt has crossed the Atlantic and with the help 
of Goldman Sachs, companies throughout Europe are 
reaping the benefits of toe Euro-denominated market. 
From syndicated lending to mezzanine financing to high 
yield debt, for leveraged finance, turn to Goldman Sachs 
And unearth a wealth of new financing opportunities. 
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SHARE OFFERING EUROPE’S BIGGEST SMELTER GOES PUBLIC AS EXISTING INVESTORS REDUCE THEIR STAKES 


Copper group to raise up to DM666m 


By Andrew Fisher h Frankfurt 


Norddeutsche Affinerie, the 
big German copper producer, 
will raise up to DM666m 
($370m) in a public share 
offering by its existing 
shareholders, who axe cut- 
ting their stakes to a com- 
bined maximum of 30 per 
cent 

The subscription period 
for the share sale, one of the 
largest in Germany this 
year, began yesterday with 
the setting of a bookbuilding 


price range of between DM22 
and DM26. slightly lower 
than estimated by analysts. 

Hamburg-based Nord- 
deutscbe Affinerie, in which 
Metallgesellschaft had a big 
stake before its near-collapse 
four years ago. is Europe's 
biggest copper smelter and 
one of the 10 largest in the 

world. 

Werner Marnette. chief 
executive, said the group 
had a market share cf 15 per 
cent in European electrolytic 
copper production. 


The share offer comprises 
a public subscription offer in 
Germany and a private 
placement abroad. The pub- 
lic will be offered 22.4m 
shares, with a further 32m 
available as a greenshoe in 
case of over-subscription. If 
all shares are sold, the issue 

will raise between ' DM563m 
and DM666m. 

The proceeds will go to the 
current shareholders. These 
are Degussa, the German 
industrial anH rpptpis com- 
pany, with 30 per cent, Inroet 


Mining of Canada (35 per 
cent) and MIM Holdings of 
Australia (35 per emit). After 
the IPO. each will have a 
maximum of 10 per cent. 
Deutsche Bank is global 
co-ordinator. 

Norddeutsche Affinerie 
raised turnover from 
DM22bn to DM2.7bn in Its 
financial year to September 
30, 1997, and earned net 
income of DM61m against 
DM28m the previous year. 
Net profits In the first half of 
1997-98 rose from DM7m to 


DM42m. Mr Marnette said 
the company had invested 
heavily to modernise its 
faculties and reduce costs 
since it left the Metallgesell- 
schaft fold in 1994. 

"We think we are fit to go 
public. We have achieved a 
turoround in the past four 
years." he added. Capital 
spending in the period had 
totalled DM720m- 

As part of the MetaUggiseH- 
schaft group, he said, “we 
had more or less been used 
as an tMrtpnrifl ri 


by the company, which had 
handled Norddeutsche Affi- 
nerie' s raw materials pur- 
chases and product sales. 

Deutsche Bank Equity 
Research said Norddeutsche 
Affinerie's earnings per 

share should be DM2.14 this 

frr ^wwal year and DM229 in 
1998^9. This would produce 
a price/eamings ratio of 
between 10J3 and 122 for 
1997-98 and between 9.6 and 
12.4 for next year. It expec- 
ted a dividend for this year 
of DM150 a share. 


Russian banks tremble before the spectre of devaluation 


The sector is heavily exposed to the forward dollar market and has almost all Its assets in roubles, writes John Thornhill 


I t's lies, it's lies, it's all 
lies," says Pyotr Aven, 
president of Alfa Bank, one 
of Russia’s biggest banks. “I 
tell you, I was at the meeting 
with the government and no 
conversations about a deval- 
uation ever took place," he 
adds, contradicting a spate 
of Russian newspaper 
reports that the country's 
biggest energy barons had 
been arguing for a 50 per 
cent devaluation. 

Passions are clearly run- 
ning high in Moscow about 
the fate of the embattled rou- 
ble - and with good reason, 
given the economic and 
political stakes. 

In the words of a recent 
report from Brunswick War- 
burg. the brokerage, a big 
devaluation would “ignite 
infla tion, dent the credibility 
of the central bank, devas- 
tate the hawking system, and 
raise political uncertainty" - 
although it argued, with the 
sunny conviction of most 
stockbrokers, that it would 
not necessarily be negative 
for the equity market 
It is precisely because the 
risks are so high that the 
market appears to believe 
devaluation can be averted - 
at least in the short run. 

So long as the government 
proves it can implement its 
austerity programme, addi- 
tional. conditional support is 
likely to be forthcoming 
from the International Mone- 
tary Fund to help stabilise 
Russia’s financial markets. 

Yet the dangers of devalu- 
ation have highlighted the 


fault-lines in the economy, 
suggesting Russia would suf- 
fer in different ways from 
stricken Asian countries if 
the worst were to occur. 
They also illustrate what 
still needs to be done to turn 
Russia into a functioning 
market economy. 

Undoubtedly there would 
be big corporate losers in 
any rouble devaluation, 
most notably the country's 
1,700 banks. By international 
standards, Russian banks 
are small, poorly capitalised 
and bear little resemblance 
to their over-extended coun- 
terparts in Asia. 

Only a handful of banks 
have attracted si gnifican t 
household deposits or built 
up long-term industrial -loan 
portfolios. Instead, they have 
thrived on speculative prof- 
its in the currency, debt and 
equity markets - which 
have all turned viciously 
against them since the first 
wave of the Asian crisis 
struck Russia last December. 

“This crisis has eaten all 
our profits, 1 * says Mr Aven of 
Alfa Bank. “That Is typical 
of the majority of our 
rivals." 

But the bigger cause for 
concern for Russia’s banks is 
that they have accumulated 
substantial foreign borrow- 
ings over the past year and 
have collectively amassed a 
huge exposure to the for- 
ward dollar market while 
keeping almost all their 
assets in roubles. 

According to Holger 
Mueller, banking analyst at 



ofadocfiie 


ners from a rouble devalua- 
tion, particularly in the 
■ extractive industries, which 
earn much of their income 
in dollars but incur most of 
their costs in roubles. 

' Norilsk Nickel, the world's 
biggest nickel producer, 
would undoubtedly see a 
surge In profitability if the 
rouble foil Some of the big 
oil companies with high for- 
eign earnings, such as 
Lukoil, would also benefit 
greatly. 
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Fleming UCB, the Moscow- 
based investment bank, Rus- 
sian banks were speculating 
wildly in the currency mar- 
kets last year, amassing out- 
standing forward contracts 
of $355bn by the beginning 
of 1998 - more than three 
times the combined assets of 
the entire banking system. 

The banks have steadily 
reduced their exposure this 
year and hedged an 


unknown portion of their 
contracts, but there is a dan- 
ger that a 50 per cent devalu- 
ation would wipe out almost 
every bank in Russia apart 
from Sberbank, the state 
savings bank. The failure of 
counter-parties and the 
likely run on the hanks in 
the event of a big devalua- 
tion wouid probably fuel a 
systemic crisis. 

But Mr Mueller argues 


that the costs of any bafl-out 
would be small because of 
Russian banks' limited expo- 
sure to the real economy. He 
es timat es it would take just 
$7bn, equivalent to 15 per 
cent of gross domestic prod- 
uct, to salvage Russia’s 10 
biggest banks, which 
account for 50 per cent of 
total banking assets. 

Other Russian companies, 
however, could be big win- 


B ut the picture is compli- 
cated by the fact that 
many of these bigger 
companies have already 
taken on substantial hard 
currency^borro wings. Gaz- 
prom, the giarT t gag monop- 
oly, has $9tm of foreign debts 
which would prove much 
more expensive to service in 
the event of a devaluation. 

To add to the confusion, 
many of Russia's hanka and 
oil companies are meshed 
in sprawling financial- 
industrial groups. Menatep 
bank and the Yukos oil com- 
pany together form part of 
the Rosprom empire. Simi- 
larly, Onexhnbank lies at the 
heart of a rival. Fig, which 
indudes Norilsk Nickel and 
Sidanco, a big oil producer. 

While Russia's business 
barons appear to be conclud- 
ing it is in their collective 
interest to support the gov- 
ernment and the rouble dur- 
ing the latest financial crisis, 
they may welhfavour a grad- 
ual and orderly depredation 
thereafter. 


Vendex spins off recruitment arm 


By Gordon Cramb in Amsterdam 


The latest stage in a 
three-way split of Vendex, 
the Dutch retailing and ser- 
vices group, takes effect 
today, when it sheds its 
remaining 799 per cent hold- 
ing in Vedior, its temporary 
employment agency. 

The stake is being spun off 
to Vendex shareholders in 
the first such manoeuvre in 
the Netherlands - demergers 
were made possible by a 


change in the law only this 
year. 

Vendex is to concentrate 
on non-food retailing, 
through a planned merger 
with rival KBB, while put- 
ting its supermarkets inter- 
ests into another combine. 

Vedior is to Join its parent 
in the AEX index, which will 
comprise 26 leading Amster- 
dam stocks. The company, 
which also offers commercial 
cleaning and other business 
services, is valued at 


FI 5-35bn ($2.6bn) at last 
night's closing price of FI 56, 
down 10 cents on the day. 

An initial stake in Vedior 
was sold a year ago In a pub- 
lic offering at FI 39. Vendex 
shareholders will receive 
0.9868 shares in Vedior for 
each unit they bold in the 
re tailing group. 

On revenues of F17.4bn, 
Vedior made net profits of 
FI 181m in its year to Janu- 
ary and has forecast a 
“strong" rise for the current 


year - implying growth of 
2030 per cent 
Vendex shares closed 60 
cants higher at FI 131 JO. It 
said late on Tuesday that it 
and KBB would request spe- 
cial permission from the 
NMA, the Dutch competition 
authority, to proceed with 
their planned merger. The 
NMA. inspecting the pro- 
posal at the request of the ' 
European Commission, said 
it would not grant fest-track , 
clearance. 1 


VA Stahl set to 
win VAE as rival 


bidder pulls out 


By Wffiam Han 
faZurich 


Tag Heuer gloom on Asia deepens 


By WHtam Nsfl ta Zurich 


Shares in Tag Heuer fell by 
more than 12 per cent yester- 
day after the Swiss luxury 
watch company warned that 
the economic crisis In Asia 
bad hurt its sales far more 
than previously indicated. 

The company announced 
that its sales in the first half 
could fall by up to 10 per 
cent, sending its shares 


down SFVI9.50 to SFTI35.50. 

The scale of the setback 
caught the stock market by 
surprise, since the group's 
sales had increased by 24 per 
cent in the final quarter or 
1997 and had risen margin- 
ally in the first quarter of 
1998, with strong growth in 
the Americas and Europe 
offsetting a 16 per cent 
decline in Asia. 

Tag Heuer was floated on 


the stock market in 1996 as a 
luxury goods growth stock. 
However, last year its sales 
growth slowed to 13 per cent 
and the expected decline in 
full -year 1998 sales will far- 
ther undermine the compa- 
ny's credibility. 

The shares, floated at 
SFr245, have underper- 
formed the market by about 
80 per cent since flotation. 

Performance in Asia. 


which accounts for one-third 
of sales, was hit by a decline 
in the number of Japanese 
tourists to Hong Kong and 
lower sales in Japan. 

• Shareholders in SMH, the 
Swiss watchmaker, yester- 
day approved a proposal to 
change is name to The 
Swatch Group. 

The group has also com- 
pleted a share buyback 
programme. 


CFA charterholders know it's 
not only e. good idea - it's 
good business. 


VA Stahl, Austria's biggest 
steel company, Is poised to 
win control of VAE, one of 
the world's leading makers 
of railway points and signal- 
ling equipment, after De Die- 
trich, a rival French suitor, 
refused to top VA Stahl's 
Sch5L4bn (gl9Qm) bid. 

De Dietrich, one of VAE's 
main European competitors, 
launched a hostile bid for 
VAE on June 8, - offering 
SchL525 a share. However, 
VA Stahl, Austria's biggest 
steel company and a big sup- 
plier to VAE, offered 
Sch 1,700 a share, which was 
recommended by the VAE 
board. 

The share price subse- 
quently rose to nearly 
SciOOOO on speculation that 
De Dietrich would be forced 
to raise its bid or a third 
bidder might emerge. 

De Dietrich said yesterday 
that it was withdrawing 
from the contest and would 
sell its stake of more than 10 
per cent to VA StabL 

Dominique Henneresse, De 
Dietrich chief financial offi- 
cer, said that VA Stahl was 

offerring to pay 21 times 1998 

earnings for VAE and his 


company could not Justify 
paying such a high price. 

Hostile bids are rare in 
Austria, where ft has proved 
particularly difficult for for- 
eign companies to mount 
takeovers because of the net- 
work of cross shareholdings. 

VAE was unusual because 
it had no large strategic 
shareholder and the vast 
majority of its shares ware 
held by foreign investors. 

Mr Henneresse said that 
VA Stahl had entered the 
battle for “political reasons” 
which had led to an offer 
that was not “economically 
justified”. 

Robin Home, of Dresdner 
Kleinwort Benson, who had 
forecast that the VAE share 
price could be bid up to 
Scfa2,000 if there was a com- 
petitive auction, expressed 
relief that VA Stahl had not 
been forced to increase its 
offer. 

He said that the deal 
would be “earnings enhanc- 
ing” for VA Stahl 

Mohamed Kaddoura, VAE 
finance director, welcomed 
De Dietrich's withdrawal. 
VA Stahl already owns more 
than 25 per cent of VAE and 
Mr Kaddoura hoped that VA 
Stahl would take a control- 
ling stake. 
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NEWS DIGEST 




Indonesia pushes up 
SocGen provisions 


soctttt Gdn&ale, the French bank, said yesterday that# 
wouW “substantially” Increase Its provisions In Asia as a resuft; 
of the worsening situation in Indonesia. However, a reduction .. 
In domestic risks and strong performance from other > 

operations meant its netlncome for the first half of 1998 ]' 

should ba sjgrrik»ntiy greaterthan in the same period last , 


Yriw - s - 

The bank’s French business reported a 9 per cent rtsefo ' 
deposits and 2.4 per cent Increase in lending, as weU as 
strong growth from commissions. ItsaW Its Investment and I 
commercial banking had performed wefi, and Its asset man- " 
agement activities and capital gams would help to results, ; 

The results wHl include figures from its recent acquisitions, : 
inducing Yamaichi, Barr Devlin and Hambros. Cowan, to be . 

formally acquired at tha start of July, will be Inducted for the " 
first time in the second half of the year. Andrew Jack, Part* .. 


CEMENT 


Holderbank to control Tenggara 


Holderbank, the world biggest cement producer, a paying r 
$29m for control of Tenggara Cement, a leading Malaysian > 
cement producer. The purchase of a 70 per cent state In 
Tenggara is the first sign that Holderbank Is starting to taka 
advantage of Asia's current financial problems to strengthen 
its position In an area where it is stiH under-represented. It Is 
bofkfing cement plants in the PhifippJnas and Vietnam. 

The Malaysian company operates a grinding station In the 
southern state of Johore Bahru and produces 1.1m tonnes a - 
year of cement, or about 30 per cent of the focal consump- 
tion. It has annual sales of $35m and HoWerbank is paying a . 
modest premium to annual sales for the coastal cement plant, 
which can be supplied from other Holderbank plants in the 
region. Consumption has declined recently but Holderbank, 
which produced 64.3m tonnes of cement and efinter fast 
year, expects Malaysian consumption to increase again over - 
the medium term. WSIBsm HaB, Zurich 


MINING 


Gold Reids sells Evander 


Gold Raids, the new South African mining group combining . . 
the gold Interests of Gencor and Gold Fields of South Africa, \~ 
moved a step cfoser yesterday to Its goal of becoming a high-, 
quality producer by selling Evander Gold Mines to Harmony iq . 
a deal valuing Evander at R531m ($97m). 

Gold Ftefds wifll sell rts 86 per cent state in Evander to HarO . 
many for R250m in cash and R207m in Harmony equity at 
R23J25 per share, the closing price on June 23. The deal wfl • 
be done through a scheme of arrangement or, failing that, an 
offer whereby Harmony will buy 100 per cent of Breeder's 
Issued shares. ^ 

Evander shareholders can choose to taka 583 Harmony ™ 
shares, or 26.4 Harmony shares plus R740.46 in cash, for 
every 100 Evander shares. Evander will become a Harmony | 
subsidiary and its Johannesburg, London and Brussels list- , ■ 
fogs terminated. Harmony said the acquisition would give tt < 
critical mass as a low-cost producer by increasing production ^ 
and reserves. Victor Mallet, Johannesburg 


SUGAR 


Danisco invests in Lithuania 


Danisco. the Danish sugar, food ingredients and packaging 
group, yesterday accompanied a 14 per cent rise in annual 
net profits with news it had acquired substantial stakes in 
Lithuania's four sugar factories. 1 

Consolidated net profits rose from DKri.Q7bn to DKrlJSbn 1 
($17Bm)fo the year to April, on sales up 11 per cent from 
DKrl7bn to DKrl8.8bn. Operating profits also rose 11 per 
cent, from DKri.7Bbn to DKr1.95bn. £ 

The results were fitted by a strong performance In the food ! 
ingredients sector, with sales ahead 25 per cent to DKr3.37bn i 
and operating profits up 22 per cent to DKr526m. The sugar 
division increased turnover 1 per cent to 0Kr6.46bn and oper-' 
sting earnings 7 per cent to DKrl.OIbn. ! 

The board recommended a dividend increase from DKrS to . 
DKr6 a share, raising the pay-out from 28 to 30 per cent of i 
profits. It also proposed a share buy-back worth DKr859m. ' 
The group said the Lithuanian acquisitions, far an undts- [ 
dosed sum, would help maintain Its place among Europe's , 

leading beet sugar producers. Its total output last year was i 

1.07m tonnes. Output from the four Lithuanian factories was • 
about 11 9300 tonnes. The deal gives Danisco 65 per cent tn 
Lithuania's largest factory, Panezvezys, 42 per cent in the \ 
second largest, Kedalnlal, and smaller stakes in the country's 
two other plants, ffitary Barnes, Copenhagen 






Audi predicts profit rise 



Audi said yesterday that preliminary estimates put pre-tax 

^ y® ar “ctearly higher* than 
the DM4S9m ($2 72m) last time The strong Increase in first- 
half revalues - Tram DM103bn to DM13.4bn - was put down 
to growth ^ sales of the AS and A8 models, which rose 69.4 
per cent to about 79,000 units and 17 per cent to 8 300 
respectively. 

chairman, tow the annual meeting 

m foW-y«ar sales from 
DM22.41 bn to more than DM25bn. He added that the take- 
m®rs of Lamborghini and Cosworth were -planned for the 

repmsen tf d 0 further step in the internation- 
alisation erf the company. AFX News. Neckaraulm 


con*a/*es coverage can be sent by e-maSi to 

‘rnimtational-ComparHesmtcom 




CFA 


Over 24,000 Investment professionals from 63 countries have something very important In 
common. They have earned the right to use the CFA* designation — Chartered financial 
Analyst. They adhere to a rigid code of conduct that promotes the integrity of the Investment 
industry worldwide. And that makes good business sense. Because trust and high ethical 
>" standards are the foundation of an open marketplace— here and abroad 


A universal symbol for high professional standards and principles, the GA charter is sponsored by the 
Association for Investment Management and Research, AIMRalso offers an array of other professional 
development programs designed to maintain high standards for CFAdiarterholders, tbdr employers and 
their clients. 


For more information and a free brochure, call 1-804-963-682J. 
Or visit onr Web site at www^imror*. 




Financial Times Surveys 


The Future of 

European Retirement Provision 


Friday September 11 


Th ( 's Survey wril appear as a magazine and will be distributed with 
the Financial Times, Pensions Management and European Pensions New- 
reaching more than 800.000 senior decision makers, pension managers and theiAdvisers. 




For further information pfease contact- 
Alon Cunnirtyliam 

Te!: -44 1 7 1 873 3206 Fax: *44 372 S 73 4295 
c-maii: aUin.cumiiri-ham^FT.com 
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FI NAN C I AL TIMES 

No FT, no comment. 
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BMW 

BMW Group continues to develop dynamically 

te 1997, BMW Group continued to develop posirivdy as in te previous 
decades. 

Son* 12 nation new BMW, Rover, MG. Mini and Land Rover velrides 
were defivand n consumers; an increase of 4% te afifitko, 5 4 /i Q O 
BMW motorcycles were registered weridwide; 7% mare tea te te 
previous year. 

Group sales of DM 60 bilBon and a further increase in wnipiig power are 
dear evidence of te Company's successful k®g cenn business policy. 
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CATALANA OCCIDENTE GROUP 

Carina Ocddose Group is one of ihe leaden in the Spatedi tansanco raaten. Founded 
n 1864. the Qroip h identified by its ptrigns braid tenge, te soU fiomtiri petition 
mdteeccctfamavtoc provided by its neworit of profe s sio na l ayos. Total income of 
the Group in 1097 amottreed to 101.409 malice pesetas, of which 77.845 nuQxra 
Lormpcnd m pemiunts. 

tofts grooved by the Groop before w* amount! ia 8.780 autooa pesetas, a III* 
increase with respect in tbe prior jean 

Net profit amounrs to WM I mdtoi pesetas. Of iMs net profit, 186 raiHuM pesetas sc 
serit mta Me to minority iiuami and 5,855 raiUioa pesetas to the pareis company, 
Kfresentiqg 96.9% of the wal- 

At 31 December 1997 total Group invennert* amouoced to 261461 minion pesetas. 
54ft one than in the previous year ' 


first* »3 Lffl 



SWISS EXCHANGE 

Swiss financial markets registered extremely strong grow* in 1997, 
a year which «w die Swiss Perfor ma nce Index rise by more than 
55%. Mazket activity was stimulated by die electronic trading and 
clearing syaem of the Swiss Exchange, which completed its first 
fiiD year of operation in 1997 and came through with flying colotos. 
The Annual Repost is supplemented by the Factbook, a separate 
publication conudningcompcdteosive statistics on Switze r la n d as a 
financial centre. 


rise 




BARLOW LIMITED 

Bartow limbed a a Sou* ABteantosed muHteadoml ccrpMUkm «■**»« 

^jaasa^XJaci^s 

irernmn Scute Africa. 

te adcSoon to to ptnaaiy torn* in JftamwteDg. » «bo fi«d on a aanbeiof 
"i » f ra teUff i ff-intii'y LmilQaiwl Pitit 
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tractabet 


A global energy 
and services 
business 

1997 ir.-.o 'ter-.-. 


BELGACOM GROUP 

Belgacom ia te main telecommunications operator hi Belgium. Whb a 
turnover of J3J.765 bffljoa BEF in 1997, the Group paired a record oet prom 
14,820 billion BEP, as increase of 143ft- At the end of 1997, Belgacom had 
2J38S emfiloyecs. The regmOcasi tecta te 1997 acre: 

19 tewroflettp o a m tr w v i cg 

• ero te rion of financial waofra 

• tpc cta c ab tr growfli in mobile telephone activity 

• tariff damaa 

• enoy teto the vrortd of cocority 

• Che totting tq> of the FTS project (People. Teams and Sirin*) 


BASQUE G&NERALE DU LUXEMBOURG 
Significant Development ofBnstoess and Results 
1997 wa a record yew fer Broque GMnli da lanmteaag in n a p cc t of both the 
principal balance daw Sputa te mauls. Erete of tea Bade b few andegic butioesses 
- c unw > na* l banting servtel tec rariccri ceanomy. priv a te testing ce a Knci a uug cc 
area and wtatab man n ymra far raffividorit. gwaar is the money and finrodal 
■arete* , and afemttzunror of teveanas finds and meurina - polled rigrefie m t 
j n c rereei . TWa devetaptnoB area renamed by interert rare Hereto, tee portdro reotet 
matte etenatc and the gradual iteovay te economic pore*. WSnn tee Bredc, tec 
w if«r riy i pfogamne dreteg to rbc remganinniin ci infoaaatmi l y tacm s yie l ded its 
fitsrentre. 


TRACTEBEL 

Traoebel is a glottal energy and service* bushieu which is active te over 100 
countries. Core activities range horn electriciiy and gns to mlniical maaBartona. 

iwtt^f u cwy I I IWW' rngi rn-ring myt SYtrnmirnir-lrrinrH: 

With a total installed generatmg capacity of arnun) 30,000 MW and tee 
tnanaganent of nation! gas troospon networks with a capacity of op to 
100 billion m* per year. Treat be I’t energy activities serve custotaers 
dnxqteout tee uodd. 

During 1997 the co moBd m e d ■mover of tee Grotm ain nw ned BEF 388 biUton 
iGBP 6352 million), tee worth of investments BEF 95.8 billion (GBP 1367 
mfflkBO aid the Gmigrt eqitey BEF 310 billion (GBP SjGTOmUBoQYThKiebdb 
share of camolidased recall pew to BEF 16A billioo (GBP266 imUon). 





REPSOL 

Reiael b m hrepred ofl cob^^ awnod in W reUvak* idem n As Bfl rerore droagh te 
h re terea a— mji ta aiMi red pM*aiMmiangm4 »rretn1n . dentate wdgre — i ttimetf. 

Repeats patal rereegy a fared an papnNWr im fc nreree re annul nMks. gm«re k> 
cs(dareirei red reeteOHe.«aprereian n Ljm Anenca, red dmfapaea rf ire omc*y re preerree 
eteheCy a Spia md Lrela Areena. reen fa ntn rerena. 

Rtped tew «e temtrei dreGaiMore Mater Md**» Rar SpreUiSredi aetagre am ter 
New iftak tent Eteam (NISI ■■ Aoairen Dqaatesy area ( AOBi* Tbqr rec ako qml on 
ifal— nretarelffiAQ re ifatetebnSart Ijitteur redid! rerea ia m ireiorei rend: nemaa. 
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CREDIT SUISSE GROUP 

Ciwfit Suisse Group is a global financial services company, providing a 
aaiy d ett sive range aftaobigaad fliHca i Le products. Active on evay 

TTifjnrfirwmrial pmmt rrwfff GronprnmjTiq^ 

five bnsiijess units: Cimfil Suisse, Citcfit Suisse Privse Bankmg, Qttfil 
Suisse First Boston. Credit Suisse Asset Management aid Winterthur 
Insurance, »wh gend to the leqnacroents of munror groops 
and matters. The shares of Credit 5uisse Grot^j ate traded on tbe stock 
exchange u 2*srich, Frankftxrt. Tokyo, Loodon fSEAQX Pais (CfTC) and 
New Yak (ADR's). 


ROCHE GROUP 

Hr Rater Orefab hredfarerered h Svteitaad, n ore «f tf» nUi kadreg ncaaMared tedior 

fto^alw reorUoide ia lire ducoreiy. ikvetoporew K mreurfrewa nt fanweali ate 
AapnOc qaasm. TfaCrerei K ahe one rf Or tegea prefaon of vjrenikB ant oacnoldi and of 
ad Oraat. Mtey b Geeenre*. are of do water frerem bindrealogy 

asagteMrari^al>«tegfMredterefanfatepm*n.>tteteait<iEtelpa«tea«ai> 

TfaaaiteireaffcBBCbiOwptennoaitelna— .dhMre.reatteaeumdi— waafdbare 
Bin. tea rfwtMte Racfa-* reand of tamrenii mm prtiwtb ten fa moreawi^i 

iMM toimfcb id itevdapiTio*. 

tire Rode Ora* ate* rerere 51JDDD pecptc teMte la 19W ■ pored coorehM relca <d 
188 bflBeo S«ta trena. On ■ an a n b lr boo*, ala teewd ha 4e pan yar fa 6 
precre* to bcal aanada and 18 psM re Swire faaca.CbHaMHd os ivonc. More faccrei 
cfcg y* . k er ere e d 10 pacetf re<J WlkoSwla^ftrea. Rwunr)' and dciMoppreci enpHarc 


Our defining 
objective... 


UNION B ANCAIRE PRIVEE, GENfeVE 
Union Bancaire Privfee, headquartered in Geneva, it one of 
Switzerland's leading private banks. Specialised in private and 
instntitional asset management, the Bank relies on a strong 
international presence throughout Europe, the United States, 
Latin America and Asia, and offers Ju clients a complete range 
of financial services and products. Union Bancaire Privfe is one 
of the most highly-capitalised Swiss banking groups in terms 
of total equity (CHF 1.360 billion) and total balance sheet 
(CHF 14- billion). 


L|3 HOGG 
riVKOSlNt 


HOGG ROBINSON 
One Company; Focused Strengths 
Hogg Robinson's defining objective is to provide spectefist copcuao and 
employee services. The company is (based on expense management md 
emsuiing mte cc*» areas of bosmess travel, finanoaJ Bervices. employee 
benefits and corporate event management ® give exceptional value to our 
diems and quality retains far our shareholders. 

As ok company, Hogg Robinson is e crt n mn e ri to provtefing bfgt quality, 
value added service across ad ia badness areas. As todrviduai burinessea, it 
con c ent r ate s an balding madcetJeading prodnes and services in key, 
specialist sectors. 


TTNEDERLAND 

iV 



TELIA GROUP 

The Rfia Gr«q> strengthened its posinai in tee fields of tee Internet and 
mobile connnunicariom in Sweden in 1997 and advanced in tbe other 
Nordic coumries.Growih continued strongly despite intensifying 
competition. Net sales increased 9%, to MSEK 46.444, of which 
MSEK 5377 r ep te se n t e d sales outside Sweden. Income after financia l 
net was up 1 ) %, at MSEK 4J331 . 

Tbe Telia Group offers individuals, businesses, and tbe public sector a 
wide range of products and sendees. Tb further boost efficiency and 
co mp e titi veness, operanoos were reoganised on April 1, 1998, into eight 
business areas and three market areas, far Danumk. Finland and Norway. 
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ING GROUP 


WG Omap ia a gWrel fated testfatteo of Omeb oq^b wtiidi fs retew in the &W of 

* - I .. , . ■■■ I ■ Beffl UMd a i ■hhrwrv gUUfi faiirifcm -^L 

p^G^rridev » tVD nge of faae»rate<l roaadal aerrtoa fa p eaocal, cotp orex and 

text doretyaatresreSi niter jaSegswtt “**• 
tefahte* bfa»9 tiro’s rertei. fa Otedwte nrep rf 

mb««al arevtcaa. te «44a Ovrereiy of a pnfli aouen red tee good farad <f ntki foon 
tetetefcrtNGbteareto'ardptaBDnL fa aB toopenakaa. WO rotoa acarefid tafance 
bemente fcantel of to comm. taterectoMaaml taenphte. It hcareriDoa of ba 
naparefaUWa ta a cfcate* today. Ktapomveneu to te nrodc of ha careomef*. 

a B qw i La d fr Ffafart ^Bw reriliB^aremMn^ 

■rete iterate avdMfciOMtiM^utefaKintewimkvcrepxgB. 


Rsyil PIT Nteted 0 expeefad to te apKt np mfa- 1 M> iso • fcteflonnsmieatiM cumiwy 
and a nnfl. expreta aod tagireia eemraiv Tire fate m Mi be ammp&M far denq^ty 
Die nte. upon and tegtrete comply wbtoi wfl be called TNT Pore Greop. Royri PIT 
NwfcrtaalNVwgltecoeefaredaraMKttBuaaikiitoHun|WO inrtirteiapretf Royal 
KFNN.VflO’rrj. 

The 1997 aceooatlnB *d repretiisa»B»l»«f*«re pan 

• ter tiareKrelKpanr^^rT^FrTNvdctiandNV.tefading a review <41997; 

• tee aaawl tepon «# KW. paovidtaB a ft® eawview of adecorasaateatai aaWfca fci 

1997 : 

• te areal report omTte*HoltegNAt. now oner ot tee md.ecp««>i aod fa^ska 
teferoofRayd prTNetefai<irrNrPnuGteJ.TbiimaBBl reponprote a ftte 
oaerriew of te urea. c*p»=a »«J Jogboci acteriiiw ia I W7. 


RANDSTAD HOLDING NV 


Rwitecad HoUfaB w •» « Ooretebaaed. anaadonal aupplfer of oafflnx aerrieea wkb 
iqxndna corapreiks ki Bfaaero Europe ad Nertb America. Thnotfi in mperttre in te 
Imor nirehrt Rrotend provides pemwri nd doBs wfaeh aUow mpaitzKica to opreve 
mm daeirevdy aid efficiency. 

Tbe Raodnd Croup ia renon* dre warid's major i nu po ire y aaflins finna and la Ore 
natbet leader in (here: aeUvajoi fa tee Beaefnx. Oenaany retd tee teueteasami IMteti 
Sikes. 

in (997 the RutaKSnup reafacd lexeme* of mum dure NLO TNffion and ere ieeame 
of NLG 2578 imUoa Oa a daily bads, Bandnad pbeci mre tesi 173JOOD peeple with 
rexne 900000 propla wafting far the agreunfen in dw com: of tee year 
17* corapreo''* pettormnee has brmi cterecJeriaol by Ujb grmnb m icvmre* and 
earednaa - tetaa lave ben growto* re an average h* cf more don 20% nmaBy over te 
pare 25 job* - in oandniretan wite «1M bafateodetf ratios. 
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COMPANIES & FINANCE: ASIA-PACIFIC 

AIRLINES PHILIPPINES CARRIER PLANS TO PAY OFF SOME OF ITS DEBT WITH PROCEEDS OF AIRCRAFT SALES 


PAL seeks $1.5bn from fleet reduction 


By Justin Msrozzi 
toManda 


Philippine Airlines, the 
ailing Dag carrier seeking 
debt relief, yesterday said it 
planned to raise SL5bn from 
the sale and termination of 
leases on 40 aircraft 

Jaime Bautista, chief 
financial officer, said the 
proceeds would be used to 
pay off debt. The airline has 
obligations of BS.lbn pesos 
(ELlba), most of which is 
owed to foreign institutions 
and aircraft lessors. 

The airline, which earlier 


announced it would cut its 
fleet from 54 to just 14 air- 
craft, will own H jets after 
the restructuring and be 
limited to a much smaller 
and mainly domestic 
network. 

Mr Bautista said PAL 
would retain four Boeing 
747400s and four Airbus 
A330-300s to operate its long- 
haul and regional sendees 
respectively. The reduced 
fleet would generate annual 
revenues of 20b n pesos, be 
forecast. 

Mr Bautista also con- 
firmed that PAL was talking 


to Boeing and Airbus to 
reach a settlement on previ- 
ously contracted orders. Boe- 
ing was due to deliver three 
aircraft this year, in addition 
to eight from Airbus. 

PAL, which had embarked 
on a S4bn reflecting and 
modernisation programme, 
is the latest and largest local 
casualty of the Asian crisis. 
Some analysts believe it is 
only a matter of time before 
the airline, Asia's oldest, 
collapses. 

That will depend on the 
results of the rehabilitation 
plan, which the Securities 


and Exchange Commission 
on 'Tuesday gave PAL 30 
days to devise. 

Commenting on early 
recovery proposals - which 
called for a downsizing of 
the fleet, further rationalisa- 
tion of the workforce, the 
sale of some business units 
and the disposal of excess 
assets - Mr Bautista said: 
"We should break even 
within the first year if the 
plan is Implemented." 

Analysts said that forecast 
was too optimistic, given 
PAL's previous Inability to 
meet its own targets. 


"Given the past correla- 
tion between expectations 
and actual performance, 
2 would be extremely scepti- 
cal about that.” said a 
regional airline analyst in 
Singapore. "The cost base 
has not changed, and they 
have cut hack ail but three 
of their dollar-eaming 
flights." 

The continuing . labour . 
unrest had already fright- 
ened off interested investors, 
he added. In April, PAL said 
it was in talks with North- 
west Airlines, American 
Airlines, British Airways 


and Lufthansa to inject 
equity. 

PAL employees yesterday 
marched through Manila’s 
Makati financial district, 
calling Lncio Tan, the 
Chlnese-FiUpino tycoon and 
majority-owning chairm an of 
PAL, "heartless"' and “above 
the law” for the recent 
dismissal of 5,000 workers. 

Hinting at further 
retrenchment, Mr Bautista 
said that with a skeletal fleet 
of 14 aircraft, the remaining 
8,000 PAL employees repre- 
sented “a big number com- 
pared to other airlines’'. 


Foster’s climbs on Canada sale 


By Rassefl Baker hi Sydney 


Shares in Foster's Brewing 
Group rose 7.7 per cent yes- 
terday on the news that the 
Australian-based brewer sold 
its Canadian brewing inter- 
ests to The Molson Compa- 
nies Limited for ASl.llbn 
(US$676m). 

The deal, which will result 
in a A$490m profit over book 
value for Foster’s, will see it 
dispose of Its 50 per cent 
interest in Matson Breweries 
and its 24.95 per cent stake 
in Coots Canada. 

Foster's shares climbed 
26 cents to close at A$3.64. 

The Australian brewer will 
retain its 3L95 per cent hold- 
ing in Molson USA - 50 per 
cent owned by Miller Brew- 
ing and 24.91 per cent by 
Molson - which distributes 
Foster’s and Molson brands 
in the US. Molson Breweries 


will also continue to produce 
Foster's for distribution in 
the US and Canada. 

Ted Kunkel, Foster’s chief 
executive, said yesterday: 
"This is an outstanding 
result for Foster’s sharehold- 
ers . . . we received an 
extremely attractive offer 
which was simply too good 
to refuse.” 

Mr Kunkel said that 11 
years ago Foster’s went to 
Canada with AS1 of equity 
and A$420m of debt to pur- 
chase the Carling O'Keefe 
breweries, which it subse- 
quently merged with the 
brewing interests of Molson 
to form the Molson Brew- 
eries partnership. 

Since then Foster’s has 
received about A$500m after 
tax in cash distributions 
from the partnership, and is 
now being paid ASl.libn for 
Its stake. 


"After repayment of the 
debt, Molson Breweries wlE 
have generated more than 
ASl-2bn for Foster's. This 
demonstrates what I have 
been saying for some years 
now - that we are here to 
create wealth for our share- 
holders," Mr Kunkel said. 

Foster's said the immedi- 
ate effect of the transaction 
would be to reduce gearing 
from 70 per cent to 23 per 
cent. 

Mr Kunkel said Foster's 
focus was now "on building 
the business in a way which 
will enhance shareholder 
value". 

“We will concentrate on 
our cure areas of beer and 
wine, with any acquisitions 
being assessed against the 
alternative of returning 
excess funds to our share- 
holders through a further 
share buy-tack." 


Mr Kunkel said the deci- 
sion to sell was “consistent 
with Foster's commitment to 
being a global brand man- 
ager. with tangible assets 
only In locations where 
there is an operational or 
strategic need". 

The company said North 
America would remain a pri- 
mary target for its flagship 
Foster's brand. 

The group said it would 
continue to work with Mol- 
son to support the growth of 
the Foster's brand and to 
maintain the marketing 
momentum which has been 
achieved in the past few 
years. 

"We are committed more 
than ever to the global mar- 
keting of the Foster's brand, 
which is the fastest-growing 
major international beer 
brand in the world." Mr 
Kunkel said. 



Ted Kunkak ‘out st and in g result tar Postal's shareholders' Reuters 


After-sales service the key in battle with Pakistani smugglers 

Philips Pakistan is feeing serious price competition from illegally Imported electronic goods, writes Farhan Bokhari 


S ervice is not a problem, 
sahab. Price is the real 
issue,” says Abdul 
Khan, a slick-tongued elec- 
tronics “middleman" who 
supplies numerous shops 
in Karachi’s business 
district. 

He insists that imported 
electronics npver need 
repairs and he sells them at 
a fraction of the price of 
legal goods. 

Mr Khan's all-too success- 
ful sales pitch is yet another 
blow to the business outlook 
for Philips Pakistan, which 
is majority-owned by Philips 
Electronics, the Dutch elec- 
tronics giant 

In addition to substan- 
tially cheaper smuggled elec- 
tronics. Philips Pakistan is 
also battling inconsistent 
investment policies and 
weak economic trends to 
remain profitable. 

Analysts also expect eco- 


Pte-tn profit fftom) 
200 



nomic fall-out from sanc- 
tions against Pakistan, in 
retaliation for its recent 
nuclear tests, to put addi- 
tional pressure on the 
company. 

Philips Pakistan will tell 
its shareholders at its 
annual meeting next Mon- 


1995 96 97 


day that operating profits for 
1997 fell more than 13 per 
cent, from Rs224m the year 
before to Rsi94m (US$4_21ml. 
That marks the third consec- 
utive year of shrinking prof- 
its. Sales for 1997 dropped 
from Rs3.37bn to Rs3.21bn. 

The downturn has partly 


been caused by a sharp fall 
in sales of colour televisions, 
which, unsurprisingly, are 
among the fastest-growing 
products in the country's 
smuggled goods market 

For Philips consumer elec- 
tronics. this led to a loss of 
Rs8m, compared with an 
operating profit of Rs36m a 
year earlier. 

Naseem Ahmad, company 
chairman, says that because 
the lower price of smuggled 
goods places Philips at a dis- 
advantage, its sales pitch 
focuses on the quality of ser- 
vice it provides after goods 
are taken home. 

“The only saving grace we 
have is that we can provide 
assurance of spare parts and 
service, because in price, we 
can’t compete with Ithe 
smugglers)," he says. 

Analysts are calling for a 
reduction in import tariffs 
on spare parts and compo- 


nents to help domestic 
industry. 'The plan {to pro- 
tect domestic industry] 
should be for a three- to five- 
year period. Trends don’t 
change overnight." says the 
chief executive of one local 
brokerage. 

Businessmen argue that 
Pakistan must tackle issues 
such as this to live up to its 
claim to be an “investor- 
friendly" country. 

I n its latest annual report. 
Philips is expected to draw 
attention to Pakistan’s 
weak economic conditions, 
including a 17 per cent 
devaluation of the rupee and 
double-digit inflation, esti- 
mated by economists to be 
between 12 per cent and 15 
per cent 

Analysts say Philips has 
not been able to raise prices 
accordingly, for fear that 
the gap between smuggled 


and legitimately imported 
goods will widen farther. 

Mr Ahmad’s one consola- 
tion is the announcement in 
Pakistan's June budget of a 
new general sales tax from 
July. The government hopes 
eventually to Impose the 
GST at all retail outlets 
while removing custom 
duties on imports, thus tak- 
ing away the advantage from 
smugglers. 

While the tax plan will 
help Philips improve its prof- 
its. analysts say, the compa- 
ny’s immediate outlook 
depends largely on the econ- 
omy and how that win affect 
sales and profits in the com- 
ing months. 

Mr Ahmad will be watch- 
ing the company's bottom 
line closely. He is convinced 
that "unless we have a 
certain profit, we won’t be 
able to continue business 
here". 
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Mitsubishi Motors to step 
up exports from Thailand 

Mitsubishi Motors, one of Japan’s largest carmakers. plans to 
Increase its exports of pick-up trucks from its Thai pant fa 
response to the recent falls In the baht The company hopes 
to target Europe, partly to offset the recent fails in demand fa. 
Thailand as a result of the Aslan currency turmoil. The com-., 
pany said: ‘Our sates wflJ obviously depend on the demand fa . 
European countries, but we are hoping to Increase our 


The scale of the Increase will be relatively modest, Mitsubi- 
shi said. After exporting some 41.000 uritS'lastyear, the 
exports will rise to slightly more than 50,000 trts year, and 
could be about 60,000 in 2000. 

However, the plans come as European ear markets are 
expressing growing concern that Asia's economic downturn Is * 
prompting Japanese carmakers to increase their exports to ;•? 
Europe. There Is also alarm that the bjg currency faBs wia lead 
to Japanese manufacturers undercutting their European rivals. 

Mitsubishi Motors has been particularly badly hit by the 
downturn In Asian markets. In 1997 it fell Into the red, posting 
a Y1Q1.8bn ($732m) group loss compared with a VT1.8bn net 
profit In 1996. GilHanTett, Tokyo . 


LEISURE 


Hoyts Cinemas in Polish move 

Hoyts Cinemas, the Australian-listed cinema group, plans to 
develop new muttipiex cinemas in Poland with’ Echo Develop- 
ments, a Pofish development company listed on the Warsaw 
stock exchange. 

The first development, a 10-screen multiplex in Lodz, 
Poland's second largest city, will be the country's first multi- 
plex cinema. Hoyts, the seventh largest dnema exhibition 
company worldwide with 1 ,500 screens In nine countries, is - - 
also looking at four other sites for dnemas and expects to 
Invest A$15m (USS9.1m) over three years in Poland. 

Russell Baker, Sydney 

POWER 


NZ companies in energy link 

Southpower and United Electricity, the New Zeeland electric- 
ity companies, are to Jink with gas supplier Enerco to form a 
new company which they say will be the biggest energy 
retailer in the country, with more than 400,000 customers. 

Directors said the formation of the company followed the 
government’s energy reforms to increase competition and 
lower charges for consumers by splitting the functions of 
companies into either retailers or generators. 

Enerco, said the new company would achieve economies of 
scale and be in a strong position to negotiate lower prices 
from generators and other suppliers. Terry Hall, Wellington 


SINGAPORE 


Bank appointments announced 

Singapore’s Keppel Bank will bring its chairman and chief . 
executive to the institution created by its merger with Tat Leo 
Bank. The merger, announced in January, is an effort to form 
one large, strong financial institution that could compete 
regionally, according to analysts. 

Keppel said yesterday that it would also bring eight direc- 
tors to work with four from Tat Lee Bank on toe new 
12-person board. Keppel Bank’s senior management will lead 
four key divisions in the new institution and those from Tat 
Lee Bank will head the remaining three. 

Singapore has been encouraging mergers to strengthen its 
financial sector to an effort to turn the city-state into a global 
financial hub. The regional financial crisis has put pressure on 
toe institutions, . with the smaller banks feeling the most paifT. 

When toe merger was announced, combined shareholders’ 
funds were estimated at S$3bn [US$1 .8bn), while total assets 
of toe combined group would exceed S$33bn. 

Sim Kee Boon, Keppel Bank chairman, and Benedict Kwtetfj ■ 
Keppel Bank president and chief executive, will keep their • 
positions in the merged institution. Sheila McNulty 
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CESP - Companhia Energetica de Sao Paulo 
Companhia Aberta - C.G.C. 60.933.603/0001-76 

PRIVATIZATION OF CESP 
DIRECTIVE COUNCIL OF THE PRIVATIZATION 
STATE PROGRAM 

INVITATION TO BID No. AS/F/816/98 
SALE OF COMMON SHARES OF THE CAPITAL STOCK OF 
ELEKTRO-ELETRIC1DADE E SERVK^OS SJV. 

CESP - COMPANHIA ENERGETICA DE SAO PAULO, in accordance with the provisions 
of the Stale Law No. 9,361, of Juty 5, 1996, discloses the conditions for the privatization of 
ELEKTRO - Betriddade e Services SA, by sale of common shares of its capital stock, for 
the MINIMUM PRICE FOR THE AUCTION of RS17.02 (seventeen rears and two cents) for 
1,000 (one thousand) shares, which auction wM occur at 9.00 ara of July 16, 1998, at 
BOVESPA - Botsa de Valores de Sao Paulo, located at Rua XV de Novembro, 275, City 
and Stale of Sao Paulo. 

The procedures for the sale of shares shall be governed by the provisions of the Invitation 
to Bid No. AS/F/816/98 and exhibits thereto, by the Instructions Manual of BOVESPA and 

by toe deliberations of the directive council of the privatization state 
PROGRAM. 

The Invitation to Bid No, AS/F/8 16/96 and other documents will be available 
from June 23. 1996 to July 02, 1998, in the addresses ana schedules mentioned below, 
upon receipt confirmation in the amount of RS500.00 (five hundred reais) 
to BANESPA account: 0154-55-000745-8. Account Name: CESP Companhia Energetica 
de SHo Paulo - DISTRIBUTION. 

CESP - Companhia Energetics de Sao Paulo 
Supply Department -AS 
Rua Bela Cmtra, 847 - 2° floor 
Sao Pauto-SP 

Phone number (011) 3133-7242 
Schedule: 8h30 to 11h30 and 13h30 to I6h 


BOVESPA 

Information Center of SOVESRA-CJB 
Rua XV de Novembro, 275 - 5th floor 
S5o Pauto - SP 

Phone number (011) 233-21 78 or 233-2261 
Schedule; 9h00 to I8h00 


BOVESPA 

Office in Rio de Janeiro 

Rua 7 de Setembro, 71 - 2lst floor 

R'rode Janeiro -RJ 

Phone number (021) 532-4616 

Schedule: 9h00 to 18h00 

Supply Department 
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OOVEBNO DO ESIADO 
ME SAO PAULO 


U.S. $200,000,000 

B.B.L International N.V. 

Floating Rate Notes Due 2001 
Guaranteed on a Subordinated Basis 

as to payment of prtoripal and interest by 


HBL 


Banque Bruxelles Lambert S-A7 
Bank Brussel Lambert N.V. 


interest Rate 
interest Period 


5.80% per annum 


24th June 1998 
24to December 1998 

Interest Amount due 

24th December 1998 

per U.S. S 10,000 Note U.S.S 294.83 

perUS. 6250,000 Note U.S. $7,370.83 

Credit Suisse First Boston (Europe) Ltd. 


Node* of Redemption 

■ ALLIANCE * 

■ LEICESTER 

£300,000,000 

Undated SnbonUrated Variable Race Notes 
life "Naha*) 

Mnm1« cfcfanckjH ,4 Allunce Lncran BuiUawSiKKCt 
bumnwef 

Affiance & LexceMer ptc 
‘’Ac “ftlWM 'I 

NOTICE IS HEREBY GP-TN'TO THE KOTEHOLPERS iW m 

CoJit,.*, ‘v(j]«rfw Tcnm jnJOoJrtwrtt J AcNvu-^thr Wort ««ll r*ium jU,* 
t)vc ■ <dT4anJm£ Nile* a ibRr {moral aimm on die Intrteit Pjtwth Cbre EjQms 
■wUnJulv, fiijiiiiihlchMhdjieliKwis*.* die N«r« will osar macaw. 

71* ReijurutrCiiftum lut bMiiifoitned macumlA<ce*tihC>>ndi»‘-n 5 li| 


Bankcnlfust 
Company, London 
The Law Debe n t ure That 
C o rp or ation plc- 
2Mi lunc, PW 


Princ ip al Plying Agent 
Thutee 
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Milan, Corso Matteotti 5 

Property of Banca Monte dei Paschi di Siena S.pJL 

Servizi Immobifian Banche - S.I.B. S.pJV. has been given the task of ammo- 
ting the sale c^the bufiding located to Corso Matteotti 5, Milan, as is and in its present 
staffs. The building Is located m a prestigious position between Piazza San 
® of a larger complex built according to a desf- 
gn by the archrtect Lancia in the early 1930s. ThepuSdtog has six above-ground floors, 
plus a basement level and a mezzanine floor, with an inner courtyard* with vehicle 
access from Via Montenapoleone, 1 . With the exception of the areas of the buikfma for 
owmneraal use on toe ground a nd m ezzanine floors, and toe apartment located on 
»» contract), toe building is comptetelyvS. 

i i H£i re fiS?Q Pa ^ ties prreent fully secured purchase offers, by 12:00 noon on 

Procedure for presenting offers: 

tf 1 ® purchase price lor toe entire 
wmpltat, specifying payment dates and 
methods: 

°? fer ' s i*nn of Validity, which 
isS*" 13 ” 45 days startins 

degat has been made up 
to toe date the offer is expected to expire, 
Montedei Paschi di 

JEDf ?P A !? r 8 ® um no lass than 10% 
of toe pnee offered; 

" ^.pforing party is intere- 

fts own b 



stedjn buying solely on 


saw »“» unn behalf 

and not on behalf of a parson or com- 
pany to be Indicated later, 
t 3 declaration of consent to per- 
““ ‘ srsonal data 


uiiaiiistR, ran ue examined by apDOintmenr ■ TT 

Immobilari Banche - BAR S.p A oTMilaT sSes SfijE&Sft 

Thu8 ‘ recdp * 01 

TNa annflureernflffl and toe sates procsa^reQo^^j'b^ itaS m ^ *»«, Wars. 


Full documentation about 
toe building is also availa- 
ble on-line' at toe fallowing 
Internet address: 
http d/www Aib-s pa.com 




SIB 

Semin immobutart Band* 


13 - 20122 Milan 
Tel. (+39) 02-77.831 
Rax {+39) 02-77,83.217 
E-mail Sales Office: 
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CAISSK CENTRALIS DES BANQUES POPULAIRES 

Oine Centrale des Bnqoes Poptdaires occupies ■ specific place in French 
Iwk^InkBliy.fihMiHvin^KdbBdcmg and finodciBj expanse «fta prerat maH 

Onop. cOHticBfaS 9 aomber at spedBUtod nhtfdiariet, It bts also buft up a luge 
clientele of iB own competed of corporates. inetiturionsl Investor. an] Hnandtl I 

tottarions. 

Oh* Centirie da Banquet PqpaUrea bn organised feprodudaodsnteiaffibfaB I 
Into few Itou of business covered by Hi operational division* and mbshUario: 

OxpocrtH and inienHikitulindeflnaBciqg. Coital mBdKb.bwatan ad finudal , 

mauStmca. «nd Bad offices saJ henkinj tecfinaJogy. 



CABSE DES DEP6TS ET CONSIGNATIONS 

1 997 oonsolktaed net Income. Group rim up 4 I * to HIF 5JS bfflkn. 

Return rei equity: 9% , 

Strong petlbtnance of open- mute, investment and merchant banking activities 
(capital nwfcen, usd m a nagement , securities services, venture capital, project 
" 1 md ncthrr prcperatioci for the single European currency; strength 


_ 

pin French life insurance through CNP; improved perfor ma nce and 
iMeni«tftxi*Xi7a!k» of the C?D support snvfcci group, 
rappon to pubfe poHcksiad pcWte-ireereit initiatives: memweaiert of 
regulated savings Fuads. financing a/ public bousing and urban development; 
manag e ntt n l of public-sector rariremad haul*; tnppcrt to local dc v cta pro ca l, soda! 

' ercadna. small- business Unmting and tedmotagieu innovation. 


balance sheet total: FRF 1J33I WTlioo. 
Personnel: 29JOO associates (+12%) 


if 4 


- energy link 
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Presence of the 
CASTORAMA Group 
nance: 13? DIY stare*. 

8 Buddcn 1 MetduUa 
Daly: 9 stores 

Gdtnmy: S dotes 
Bdgiiaa 1 store 
Paint 1 note 
Crate 9 store* 

Brant > stoat 


CASTORAMA 

Prtwpeds for 1998 
Ctstonma expects to teach a turnover of 
232 billkn Reach Ram, inclusive of lax. 
tep na e min ga 10 % Iiiuliul. Hub objective 
is t k ano u strafcd by the progress of the 163 
stons as wefl u by the cawn pace of store 
fa Ranee: 2 CaaonoB stores and 5 


in Holiest 3 Castwiims wsc* In Canada; 2 
JUno-DfpfrMnea, 


CASTORAMA* 

3ltWT£»mJvUAl»>’Mu*3332»2S»jUso<IMeiiCMMr>uia 
kmc http/hmararaft- 


Events announce 






HUNGARIAN EXPORT-IMPORT BANK LTD. 

Tire Hatgartw Espon-bapoti Bad: Ltd. wa* ombOitwl hi 199* by the Qmtmmeai hi onto to 
cahancc Ac ciqxirm'craapetfttaiKsf (n fdtel(n atarim. 

Although the service n »*ill able Ear an types of emarpriMs. the leading strategy la 
■kunatiicd try marLci deM»iA.Tht medisn-wnn strategy (Batatas the (rawing role af 
reflaanclng activity through ewwaer ctol bantu uraanb mall enterprises. while the direct 

heaks to suppmt tfarir cownito hrylng Hengutu {ooth. 

Accosting w the OtCD pMtDm. BOMSAMt WL provides nriaia fife* an) punmee 
(•canto whh hvtmUo cendMora ncompfctc sreueicial band expon Bnudng. 
like the otteraipofi ae* iMhttfcm la fae «adl BXZMBANX lot '• ohskn h topuaura the 
export perfonmace tt the coanoj. 

(MS Badaprd Nagytoeto m. MMBUSOAFX 
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BANK MEN ATEP 
Wt* amts exceeding *3 MUdo. MENATEP fat one of the top 6w of bate In Runfe. 
oflbtns « eomiwhmive range ot dwto in tavwtmeai. ftmd^ cwshaage. Ifame^ 
ocihl nnd sd U cnea is • Amoog Bauk MENATCP'* dims are m^Jcr iiaiiwal 

cimiiwifc* operating fa IhtoUtdwnfcaUloMlb. Rwd. nWaikagy rod other iwaots. the 

gpvBwmen ta l bodies of dw Runfan Pedetmon and d* attanUntiona of sevetal 
Riadn icgtorn • As a primary dealer of die Ruslan Hnaa Mtdsoy fa gmemmera 
debt bBtntinrnia Bank MENATEP one oT the Ingest portfofaBrfgovetniMrt 

RGuridet ■ Bank MENATEP ADR's are Hsfcd on the Berta and Ftakflat «xk 
exdwwcs and twkd m the CTFC mrete in dc Unhed State* • Bank’s awfifan «c 
Aribur Ataknoi and. rtanfag (ram 199*. MENATEP hro pftpared and preKORd ds 
flnandal aWemeatt atrewfing to lASaandtfiK 



INDUSTRY & CONSTRUCTION KANK 

The most retahie Rusdai bank from 5L PacBbwg whh domtatt poatam fa the 
North- Wtei Rcgioo. A fuil range of banking aeratoesL A wkfc hmodi twwok. (60 
l ut r iitoi oi u l co tte apaadents. 

v*t-S- ilii ■■ ■■tlr a ■aiLhia- 

I iiiu ranmc ihiik 

Total Asrets- 20, Tier One Capital- 15.ROA-5. ROE -4. 

Local market store: 

Craptrte cunomera - 30%. Tbia) Anes - 169k 
TBWrattoge 

iC-QD, LC - 2. Induced fa TOP 500 Europeans. 

Dd (7 BUj 3398454 
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Federation 


Ftnaadal Statements for 1996 Old 1997 uccoitfirtg to 


A con^taro verson of teAnrtual Report^ fa walUta on nmwwata 

n.!M~ Pay*** St., **** 

tti,:<mS) 23 :S 72 ? ftu:t 09 Si 97 S 21 fB 
E-mvJl: iMdlKttemexmuM 

hnp.thmrMtactmJm 
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IMPEXMETAL&A. 

Impenusal SA - one of die largest Polish bdudrial and oommenaal groups. Its 
main aaiviiy uu i uaaia tiea ou not>-feirtxa meads wad aaad. mod rcaa^prodncts. 


Impenu HirifltPtyieauflala 1997 (fa PLN tabtC 

Net sale* 25994 

Profit tat sales UMJ 

Opcrallnc profit 8W 

Gross profh 565 

NetpnA 372 



CARBONE LORRAINE GROUP 

Specialised m efcctrfc compotnda (brashes for moton, magnets, elccirical 
procectfan) and fa advanced materiah ud tcdmdogiea. the Otrbooe Lorraine 
Group occupies top-ranking poririoos fa in inaikets worldwide. 

5{gnlkaS evoai fa 199 7 faefadrd a strong upswing fa tumover, +13* tip to 
IT 3 A MUfaft. 40% urge in operating m ar gi n, and 93% i n ueaae fa net H t tihp 
per share. 

In 1998. the Oroep intends to camiaued fat profitable growth strategy by 
mtaniidating its np ranking p o a tt fa ia through internal and external growth, 
steadily Improving return and enhancing the syner gi e s expected from ka recent 
■cquisfaans. mafamfafag a sound financial structure and lastly, by sustaining 
continued investor Interest 



MAGYAR KOLKERESKEDELMI BANK 

Majority owned by Bayafate LrodedanL. MKB B tbe M tap* bank bt Hanpiy both by 
total «■ md capU anengh. Madxl tader in demstk orparar Bance wfat 12% madw 
ilium . fuji it fnuMiii . ii—Ii flna> < mul itwinj nmilil lifaamallihii In ilmia Hb P* nraVii 
Otaranbig ntfag ataonB CS bmka. Sbaaglc taw ro iIk CS ttgtou nmag coqtanre aid 
haeibrtA portfago. lead mnagement or port kip ai k xi In tomBOia lyndkadnra and anfaua 
cownge wbh 6 iqxerenBdve otnoesad 2 tmddng aubridtaries and rfEMra la I otaattiea 
Reoad Mgb ptefi md 26M ROE vMevtd far 1997 Ik wel Into tbe dymric devdapmut 
bead which gained nnrenan faan 1994, fl* year of MSB's prtvwuatkat. MKB titan ne 
expected to te fatod on d* Butaped Stek Exduqe to the recond half of 1998. 

K«7 DgM« (IA3, cans* RlIF ndBfae) 

Dulani 
Sbrnbokkn' Andi 
Rrotti befcre laurtoo 
Cipliil Attequacy Ratio (BtS. tra^tt) 


um 

97(M 

492 J 99 

♦JUS 

56,157 

*614% 

turn 

+J3JW 

I7J% 

4659% 
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0IKECT0R5' REPORT 

aa£ r.nancul •laiecents ro: 
tbe •.ear ended y. LcccmOer 
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INKOMBANK . 

Ink otn bank, headquartered in Moscow, is Russia's leading joint 
stock bank and a World’s Ibp 1 ,000 bank. Specialised in 
corporate, investment and retail banking, Inkranhank remains a 
credit and financial powerhouse of national importance that 
encourages tbe country's economic development. 

• controls 42% of assets of the banking sector; 

• has 4.9% share tn aggregate portfolio of loans; 

• services up to 5% of the Russian Thadz; 

• generates 4.2% of profits by private banks 



rbciraMcmr 


THE RABOBANK GROUP 

bo tltis one-hundredth financial year, the Rabobank Group achieved excep ti onal 
growth and paired a number of milcucraca. The consolidated balance sheet total 
surpassed tbe NLO 400 billiort level for the first fane ever. 

This result, however, is not ■ means in Itself. As a c ooper at ive oiganisetuM. all 
oar efforts are dedicated and ammuBed to tbe generation of customer value. 
The imp ort an ce of knowledge and specifically of its transfer is a keystone on 
which (he success of Rabobank Im been boflt over the past txaaay. Teamwork, 
the brin gin g together of sit necessary disciplines and skills from tbe many 
resources of oar otganlzsiioo, to serve oar customers b Increasingly <te 
decisive factor. 



casino 1997 

Casino is cekbratiog iu hundredth anniversary In 1996. With mare than 
diS^OOempkiyees sod H 7 90 bUUott far aafai (93% In rmaU>. ihr CbsJao Oroap 
fa one of Franre'i leading food trading companies, 
to France, Casino benefits from a wide product range by offering consumer* 
numerous store formats, from 80 irf mtntmnrkeci to 1 74300 nr hyper mar kets. 
The Group rims over 4AC0 stores with 2 milUou nr’ of sties space. 

Outside France, the Casino Group has enjoyed increased growth with the 
arty 1993 irtpriairtoo °f LHtertad in Argentina. With 2 1 3 supermarkets in tbe 
US. 3 hypermarkets in Poland, 7 hypcntWkds in Argentina. I biTtiwantfatt 
19981 and tbe 1999 opening of the fust store in Uruguay ai 10JXX1 m 1 , Casino 
tan made taKmBtimfd growth a priority. 



MOLRt. 

Generating Vabu 

IMauBKdlASicrutotateMOLClraif Itaiheycario.il December lUOTreflnscnnrmuni 
hnpancmaa hi cfHckoey and praRtsbiUiy acnaa far gntsp. 

• Net ntei imstn up to HUF 637 0 bn (USD 3.4 UQUutt 

• Opcrwtof ptufti op 95 X to HUFJOD fan. (USD 2M nWaar 

• Umftsfyfsf art taMms«|i93.7%uHl/l r 30Ala(US7 imardUont 

• Dp T f ing c»^. now up to HUF 77 A ba. (USD 4 17 mllltmil 

• U«Myb« ROABnafasd 12.1ft rgdiM A.1% la IW 

• UoderiytojROACEvph) 13.7% iqprirat 102% in 199b 

Tbe IWCWMpiewiBdeasxMrtotiiitilflcHapiewtbsadBW'MsdmBdpcri u lnareetaraig' rtl B y 
iMdki nine. Sfc nw d ri m I WB lot ROE inpt. Ibgato with the e t celaa d aa trf 
taaretohni expwtoa b> bert BAP rad regtona) Dutadss. fat Cns^ msfc risnttore posttn 
tneroWtrefagfadfra a toyiBgioBal player In tteOasral European ofl U gnmuia. 



ROSTELECOM 


MITOe 


tartOraOJSC-^OBekcwx.- I 


Nfanral Operator arUjngtUmce «*l imsra 

t« tfw bnyw corapwiy eayteriag steer dam 37 rinxnaat (goptr io aS die J 

■effara oT tbe Rawiaa FnfetrtbML 

Its itgaflfan* protect* oCdigtakz*tkm of tSe pobiic ctnnnakartMa setwwti I 


| at Kmi* urtetty hi accantare with the twtUoni Une torn end exctadrely nhig In owe 
.la 1 992- Pt Rn wri ecom ■Mvat the end oftofagfag Roariq to tha hnel uf Mghly 


dow d mi ed c owxri q of die world fa nrati of tpnBty tnd qssnthy of the bwraatlowJ 
teinoasanakwwa dnta. Ctanmtfy dc canowy wa u racr* a idgU iranrif loax vttatDKe 
tutweik sho so povwffal •* the Usauloaal Betwork Is. hapeuthn «T me CHnpaay re a body 
of d> anwk raarVa n cooctououify eeptniq and to IUW Romeheam beemae m equal 
member of the hdewiaul caphiJ ttafiet RDrtefccom'j dares to the form of kcohI level 
AW* ww fared a the NY3H. 



STATOIL 

Statoil is an mteroationfll kaegratol emiEy cotnpnny with 17 (XX) employees 
and operations is 23 countnes. 

Snttoil achieved on operating profit of NOK >7 billion and a net profit of 
NOK4J bflHoo in 1997. The company's explonnicn investment offshore 
Nwway «d in itaErnationaf waters onnimfied to NOK 3.5 bdfioa. and itsofl 
and gas reserves were In cr ea s ed by d^t paces during the yean 
Swell's ovwbU reserves arc axtay 4.4 bQBon barrels of oil equhrakn. 
Fktige Barf oar Annual Report and Acctwufs 1997 on 

bttp^/wvwjatoflxont 
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COMPANIES & FINANCE: THE TCI TAKEOVER 


FT WRITERS ASSESS THE IMPLICATIONS OF AT&T’S ACQUISITION 


Long-distance carrier 
falls for cable charm 




ATU . 

Shoe priced 

to : - :■ 


- FtewnuefB** 


By Man Cane 


There are precedents for the 
merging of a long-distance 
earner with a cable televi- 
sion company, exemplified 
by AT&T’s proposed acquisi- 
tion of TCL 

In the UK, Cable and wire- 
less oversaw the merging of 
Mercury Communications 
with the three cable opera- 
tors Nynex CableComms, 
Bell Cable Media and Video- 
tron to form Cable & Wire- 
less Communications, while 
NTL last week annexed 
ComTel and Diamond Cable 
to create a company of simi- 
lar capacity. 

These were small deals 
compared with AT&T-TCI, 
but the principle remains 
the same: acquisition of a 
cable operator provides local 
access for a long-distance 
carrier, difficult to obtain in 
other ways. 

The renegotiation of 
merger terms which led ulti- 
mately to the failure of Brit- 
ish Telecommunications’ 
attempt to acquire MCI 
turned, after all on the US 
company's difficulty in 
breaking the regional Bell 
operating companies' dead- 
lock on the lucrative US 
local market. 

An immediate question is 


whether the AT&T and TCI 
deal provides a model for 
the future of the industry 
and will be replicated else- 
where. 

Companies which can offer 
local access are already trad- 
ing at elevated prices on the 
assumption that sooner or 
later they will be the 
target of a bid from an oper- 
ator. 

Shares in Colt Telecom in. 
the UK, an alternative 
operator with local access, 
have remained consistently 
over the £21 mark in the 
past few weeks on this 
assumption. Colt has been 
building high capacity 
fibre-optic networks around 
Europe’s principal financial 
centres to gain direct access 
to high-spending business 
customers. 

The value of a cable 
company to a telecoms oper- 
ator, however, is dependent 
on regulation which allows 
the cable operator to offer 
both entertainment and tele- 
phony over the same net- 
work. 

In the UK, this has been 
the case since the beginning 
of the 1990s; In the US It has 
been made possible by the 
1996 Telecommunications 
Act 

It is also central to the lib- 


eralised European market. 
Yesterday, Cableuropa, a 
Spanish cable operator, won 
Its second and third licences 
in the Valencia region. The 
company intends to offer 
telephony, entertainment, 
internet access and video-on- 
demand over rts networks. 
Cableuropa says Valencia 
will therefore become the 
first city in Spain where resi- 
dents will have a choice of 
carrier, ending Telefonica's 
monopoly. 

Deutsche Telekom oper- 
ates the largest national 
cable network In Europe 
with 17m customers. It is 
planning to hive the busi- 
ness off into a felly owned 
subsidiary and divide it into 
regional operations with 
local partners. 

The company has denied 
that the move is to forestall 
action from regulators in 
Brussels over its dominance 
but the system has long 
been seen as a potential 
alternative telecoms net- 
work. 

BT yesterday refused to 
comment on whether the 
prospect of a merger 
between AT&T and TCI 
could affect rts own plans for 
the US market Press specu- 
lation in recent weeks has 
linked the UK operator with 
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AT&T in suggestions that 
the two companies could 
find operating economies In 
sharing their international 
networks. 

BT has to find a US part- 
ner to distribute its services 
in North America and, ide- 


ally, give it access to local 
markets. 

The 'company reiterated 
last night that it was In dis- 
cussions with a number of 
US companies but refused to 
speculate when a deal might 
be announced. 


Shares in two UK compa- 
nies in which TCI has 
stakes, the cable operator 
Telewest and the content 
group Flextech, and in other 
UK cable companies rose 
yesterday on news of the 
proposed merger. 


CABLE MALONE’S VISION OF 500 CHANNELS MAY BE CLOSER TO REALISATION 


TECHNOLOGY 


Tie-up obeys industrial logic 


By Christopher Partes 
In Los Angeles 


In the end, TCI had nowhere 
else to go. 

Deahnaker John Malone's 
rough-house reputation 
among Washington regula- 
tors tad kept a lid on any 
ambitions he may have har- 
boured to make more acqui- 
sitions within the cable 
industry sector and add to 
his company’s 20m subscrib- 
ers. 

Mistrust of the industry, 
which already pipes enter- 
tainment into most US 
homes, fired the justice 
department's resolve to 
block TCTs recent bid, in 
concert with other cablers. 
for News Corporation's high- 
power satellite broadcasting 
business and extend their 
hegemony into space. 

In the end, the industrial 
logic that governed Mr 
Malone’s failed deal in 1993 
to sell out to the Bell Atlan- 
tic telecommunications 
group - and create a multi- 
lane information highway 
under a single company's 
control - prevailed. 


The sale to AT&T, which 
immediately spurred sharp 
interest in the shares of 
TCI’s rivals, will raise the 
bar for other cable compa- 
nies and increase the entry 
costs far companies such as 
Microsoft, which last year 
bought a ticket with a Si bn 
investment in Comcast 

It will also end In dismem- 
berment for one of the most 
influential companies in the 
post-war US. As a pacemaker 
in the cabling of the nation, 
TCI opened the way for 
multi-channel television ser- 
vices which were to break 
the dominance of the broad- 
cast networks and create a 
market worth C9bn last year 
in advertising and subscrip- 
tion revenues. 

Although cable has so far 
failed to deliver on Mr 
Malone's five-year-old prom- 
ise of 500 channels of enter- 
tainment, data and commu- 
nications all from a 
single-sourced bundle of 
cables, the AT&T connection 
may bring his virion closer 
to realisation on a scale far 
greater than he imagined. 

According to AT&T, when 


the deal is completed, the 
group's wholly owned and 
flffiHatod cable systems will 
pass 33m homes, or one-third 
of an US households. 

But Mr Malone, although 
he wifi take a seat an the 
AT&T board, will take a 
back seat in this drive. 
AT&T Consumer Services, 
which will combine the two 
companies' telecoms, enter- 
tainment, internet and elec- 
tronic commerce operations, 
will be ran by John Zeghs, 
AT&T president 
His number two will be 
Leo Hindery, the first lieu- 
tenant appointed TCI presi- 
dent by Mr Malone less than 
two years ago, with instruc- 
tions to bring order to the 
group's jumble of overlap- 
ping cable systems and allow 
Mr Malone to withdraw to 
the background- 
While Mr Hindery restored 
TCTs Wall Street fortunes 
with a radical re-engineer- 
ing. Mr Malone was to con- 
centrate on steering the evo- 
lution of Liberty Media, the 
programming division, and 
TCI Ventures, which deals 
with the group's outside 


interests and partnerships. 

Prime sources of material 
for his 50Ochannel multime- 
dia universe, these subsid- 
iaries are now to be bundled, 
endowed with S5-5bn in cash 
and run by Mr Malone. 

Promising to develop new 
content and grow new busi- 
nesses, he starts with an 
impressive portfolio which 
includes stakes in the Dis- 
covery Channel one of the 
most successful interna- 
tional cable networks. 
Encore Media and Liberty 
Fooc Sports. This dose part- 
nership with Rupert Mur- 
doch’s News Corporation 
embraces a fast-growing 
chain of regional sports TV 
channels and part-ownership 
of a dutch of sports teams. 

In his new role, Mr Malone 
will for the first time in 
almost 20 years cease to be a 
target of the Federal Com- 
munications Commission’s 
attention and consumer lob- 
byists. But he is back in the 
market as a dealmaker, and 
- in cahoots with his soul- 
mate Mr Murdoch - is not 
likely to disappear from the 
headlines for same time. 


Prospect of fast 
internet access 


By Paul Tflrfor 


AT&T's acquisition of TCI 
could help determine the 
favoured technology for 
delivering highspeed multi- 
media and internet services 
over the next decade. 

Only about 20 per cent of 
the US population has inter- 
net access, but 65 per cent of 
homes hove cable TV. 

The relative slowness of 
access speeds has been a 
restriction on internet usage, 
particularly for electronic 
commerce and services such 
as video-an-demand. 

However, new technolo- 
gies developed by both the 
cable television and telecoms 
industries promise much fas- 
ter access and the capability 
of delivering new Interactive 
services. 

Like its rivals, TCI has 
been testing cable modems 
as a means of delivering 
large volumes of data at 
high speed Into homes. 

Cable modem systems can 
gfve subscribers internet and 


data access at between 
3Mbps (megabits per second) 
and 10Mbps using the exist- 
ing cable network. 

However, cable modems 
are expensive and have a 
number of weaknesses, they 
also face a challenge from 
digital subscriber line (DSL) 
technologies developed by 
telephone network ope rato rs 
for the same purpose. 

ADSL (asyebronous DSL) 
is the most widespread of 
these. ■ Cheaper than cable 
modems and able to work 
across standard "twisted 
pair” copper telephone lines, 
ASDL devices are capable of 
delivering between 1.5Mbps 
and 8Mbps of data into the 
home, but can only handle 
small volumes of data In the 
opposite direction. 

Earlier this year TCI 
teamed up with Intuit, the 
personal financial software 
leader and BankAmerica. to 
form a joint venture with 
@Home, which is emerging 
as a leader In the fast-access 
internet market 
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Advertising release 
for sale of shares by direct negotiation 


The notes will bear interest at 
6. 0375% per annum for the 
interest period from 24 June 
1998 to 24 September 
1998. interest payable oalae 
24 September 1998 mill 
amom/fo U$S!54J$per 
U5Sm.000note. 


Agent: Morgan Guaranty 
Trust Company 


The STATE OWNERSHIP FUNS, a Romanian public insotntfon based in Bucharest, 6 Stavropotoos Street sector 3, is offering for 
safe by direct negotiation according to (he Government Urgency Ordinance no. 88/ 1997a 67.66 % of the issued share capital of UMUC 
SA. Company, nuenresti. 


JP Morgan 


The FT can heip you reach 
additions] business readen in 
France. Onr link viih (be French 
business newspaper. Lee Echos, 
give* you a unique reermrajenr 
*d v enning opportunity to 

c aptm l i s c on ibe FTs European 
ludeiihjp and to Anther target 
the FretKh business worid- 
For information on rates and 
farther details please telephone: 
Toby Roden-Crofts on 
+44 17 r 873 4027 


□ Registered Office: Bucuresti, B-dul Metahmriei no. 78, sector 4. 

□ Frail Code: R 379657. 


□ Registration no. at Commercial Rcgnter Office: 1 40/870/ 1991. 
u Issued stoefc capital accenting to toe iatesr records 

at the Commercial Registrer Office: 25.586-250 thousand ROL 

□ Turnover in 1997: 33,916,712 thousand ROL 


□ Net profit in 1997: 36,595 thousand ROL 

□ Main scope of activity manufacturing of equipment for chemical petrochemical industry, refinery mri for food 
industry as also technical assistance m Romania and outside. 


NatottBaUhUm 

Orient Semiconductor Electronic*, Limited 


(At'Ganpny'J 


as. $80,000,000 


Toad number of shares at a nominal value of 25,000 ROL each; 1,023*450. 
The share ownership structure is as follows: 


1.5 per tent. Convertible Bondi doe 2003 
Ma-BoiJO 


: owners ttinn 
s assigned ip 


an y Mludcois 

> privatisation 


The price offer for the 67.66% issued share capital Le. 692550 stares is 10^5^38 USD and the offer price fora share is 15^7 USD 

The Company PRESENTATION FILE required for subscription to (he offer may be obtained at dm Stale O wnershi p Fond, 
BUSINESS CENTRE, OFFERS DIVISION of the International Relations Department, Bucharest, 6 Slavropoleos Street, sector 3 phone 04- 
01-3110493; 3123130; 3124231 and Six 04-01-3121 84 1, daily between 8.00 and 16-00 hrs, at a pace of 1Z0OAOOO ROL or in convertible 
currency equivalent rate at die Romanian Nancmal Bank at the baying day. This sum has to be transferred in advance to tbe State Ownership 
Fond accounts: no. 25110000000242300008 in USD at the Romanian Bank far Foreign Trade (BANCOREX) for foreign investors, or do. 
251100980900224 in ROL at the Romanian Bank for DcYelopmem-Budwest Branch (BRD-SMB) for Romanian investors. 

Further infonnatkn about die company's privatization may be ofEacdbySUXFA 1NTCRNET SITE at the address wmuotro. or a the ptooe 
no. 04-01-3124234. 

The minimal environments] conditions accepted for UMUC &A_ Bucuresti are included in the company PRESENTATION FILE. 
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mnvolifivkdchd erf 375 dura. The RxondUxe wtU be 7th July; 1996 by (he Baud of 
Doeaca no 9rfi June, 1998. 
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hrrtr&BOd&tth* (he ’hfaltily, 1998. 

ISthJynr. 1998 Orient S cmico n rfnrtn r Ek m M i es , Limited 


THEJRESENT^ON FILE oft 

to order to mnidmic in ibrccgodanoos, bidders arc required ro present evidence of petriiig at die Seder's disposal a guarantee; 
Of a participation we. 2^15^00^10 ROL or in convcitible currency eqmvslem rate at the Romanian Nanooal ^FAffiebnyma 
day. as follows: Roaaman citizens or legal entities may pay cash to the State Ownership r -od to accmmt pa 25119098U9UUJi3 
in ROL at the Romanian Bails for Development - Budwnst awichfBRD-SMBLfbreign citizens or legal encmes ; may paycash 
to the Sate OwEersfe^ Fmd to. account to. 251 VF WM2423Wm in USD. at Romanian Bank for Ibragn Tbdb 
(BANCOREX); altematrsdy tbe bidders may instruct tile bank where (hey bold their account to release an tmcaaditmial bank 
guarantee valid for 240 (toys. 
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appears In the UK edition 
every Monday, Wednesday 
& Thursday and In the 
International edition 
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FINANCE 


between two 
kindred spirits 


By Richard Waters to Nw» York 


John Malone, who heads- 
TCI, has long been regarded 
as a visionary of the cable 
television Industry: But yes- 
terday's complex deal with 
ATM 1 also reflected a very 
differ ent quality: that of the 
inventive finanrfal engineer. 

Mr Malone says it was 
more than 30 years ago, 
whOe be worked at Bell Lab- 
oratories, the highly 
regarded research arm that 
has rfry-p been spun off by 
AT&T,, that he first 
suggested a financial 
restructuring of the US tele- 
coms group- The objective: 
“Leverage up, shrink the 
equity - stop paying so god- 
dam many taxes." 

Yesterday's transaction 
shows how, in Michael Arm- 
strong, AT&T’s new chair- 
wmiti' Mr Malone has finally 
met a kindred spirit. 

Besides a willingness to 
embrace TCI’s debt, Mr Aim- 
strong Is also preparing to 
Issue different stocks to 
track the performance of dif- 
ferent parts of AT&T's 
broader range of businesses 
- a technique already used 
by Mr Malone at TCI and. 
one which looks set to 
become more common as 
telecoms companies seek to 
separate their high-growth 
businesses from their more 
mature, capital-intensive, 
utility -type operations. 

The acquisition uf TCI 
comes in several pa rts. F irst 
AT&T will Issue 0.7757 of a 
share for each class A share 
of TCI, and 0,8522 tor each B 
share - a total of about 
¥3L8bn based on AT&T's 
share price of 585% before 
the stock market opened, 
AT&T said. 

Buying TCI will also leave 
AT&T ghonlfteri ng fllhn of 
tbe company’s debt, taking 
tbe total enterprise value of 
TCIto $4i8bn. 

The transaction will also 
involve AT&T taking over 
Liberty Media, a program- 
ming company wholly 
owned by TCI but which is 
separately traded on the 
stock market through a 
so-called “tracking stock". 

AT&T will also In effect 
buy TCTs stake in @Home - 
an internet access service 
that will be folded Into Lib- 
erty Media - far $2fibn cash. 

Finally, the transaction 
with TCI will involve AT&T 
changing the terms of its 
$lL3bn acquisition of Tele- 
port, which was agreed ear- 
lier this year. That acquisi- 
tion was made entirely for 
stock: yesterday, Mr Arm- 
strong said AT&T would buy 



John MdonR < atap pasting ao' 
goddam many tarn * 1 
back all the stock issued in 
the transaction. 

After these steps have 
been taken, AT&T will itsdi 
Issue two tracking stocks - a ‘ 
method of separating the 
financial performance of its . . 
different businesses while 
maintaining legal owner- 
ship. 

One of the new stocks win 
be tied to the peifonnance or 
all the company’s consumer 
activities, including long dis- 
tance, local and wireless 
telephony, cable television 'N 
and' internet access. - 1 

This business will have 
revenues next year of SSSbn, 
earnings before Interest, 
taxes, depreciation and 
amortisation (ebitda) of 
$7bn-$7.5bn and 60,000 - 
employees. Financially, it 
will look more like TCI than 
the present AT&T: a high- 
growth company with hefty 
debt and little in the way of 
after-tax earnings. That / . 
should appeal to a different 
group of investors. Mr . 
Malone said. The companies 
forecast that it should gener- 
ate $2.90-$3.15 a share in 
ebitda: applying a multiple 
of between 11-13 to those 
earnings would equate to a i , 
value of $2&$36 a share. 

A second tracking stock 
will be issued for Liberty . 
Media - in effect, leaving all 
of the equity in the hands of 
the Investors who currently 
own it, but bringing the 
Company under the AT&T 
umbrella. 

The remainder of AT&T’s 
businesses will remain 
In the existing parent com- 
pany. this operation would . 
earn $29 bn in revenues next 
year and $l2bn In ebitda. A 
slower-growth company - 
though still lifting revenues 
by 9 per cent next year - it . 
would generate more steady 
cmmingK and appeal to the 
more traditional AT&T, 
Investors. At a multiple 
20-22 times earnings per 
share, this would be worth 
$42-$48 a share, AT&T said. 
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47j% Deutsche Mark Bearer Notes of 19960003 
with appertaining Warrants 

lasued by Daftmter-Benz Capital (Luxembourg) AG 
guaranteed by Daimler-Benz AJdtengssellschaft; Stuttgart 
(WKN132950) 


In the period commencing on June 12, 1998 to June 23, 1998 pre- 
emptive rights haw been traded to subscribe far Daimler-Benz shares 
out of flw capital increase 1998. In accordance with § 3 (2) (a) of 
the Throw and Coocftons of (he Warrants, the Exercise Prices w 9 

be reduced as fbflows: 

1. In the event toe Exercise Price is paid in cash (§ 3 (i) (a) of toe 
Terms and Conditions of toe Warrants) toe Exercise Price of 
currentiy DM 88.95 per share wffl be reduced by DM 250 and is 
fixed with respect to any exercise o( me Option beginning on or 
after June 26, 19S8 to DM 87.45. 


2. In toe event cf an exercise ot toe Option by a transfer of toe 
Nowsvrito Appertaining Ctaims (§3{l)(b) of fag Terms and 
Conations of toe Warrants) toe Exercise Price ot ounenOy 
DM 86.37 will be reduced by DM 2.50 and is fixed wtti respect to 

any exercise a toe Option on or after June 26, 1998 to DM KLB7. 

Stuttgart. June 19S8 
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COMPANIES & FINANCE: THE AMERICAS 


COMP QWEN T S SEMICO NDUCTO R EQUIPMENT OPERATION LOSES $4Qm - 

Eaton says profits may decline this year 


BrMkklTatt 
in Chicago 


An expected ¥40m-pJus loss 
at Its semiconductor equip- 
ment business caused Eaton 
Corporation, the US compo- 
nents and controls manufac- 
turer, to warn yesterday that 
its profits could decline this 
year. 

Analysts had been expect- 
ing Cleveland-based Eaton to 
report a modest 3 per .cent 
increase in earnings per 
share this year, to about 


SL71 a share, according to 
the First Call research 
company. 

Eaton shares fep by $3'A, 
or 3.8 per cent, to $79% 
in early New York trading 
yesterday. 

Because of the “severe 
prolonged do wntur n" in its 
semiconductor capital equip- 
ment unit, Eaton said it 
“was no longer confident 
that . . . 1998 earnings would 
exceed 1997*s record results". 

“Today, [semiconductor 
equipment] industry orders 


are fully one-third lower 
than six months ago, equal 
to the lowest levels in the 
past half decade, with no 
sign of an imminent upturn 
in sight," added Stephen 
Hardis. chief executive. 

“This renewed collapse is 
having a severe impact on 
the performance c f Baton’s 
semiconductor equipment 
business, and upon Eaton's 
consolidated corporate 
results.” he said. 

The semiconductor equip- 
ment segment is a relatively 


small, but still significant, 
part of Eaton’s overall busi- 
ness. notching np sales of 
around $450m last year out 
of a group total of $7.6hn. 
However, the company said 
that it now expected those 
sales to fall to about $330m 
in 1998. and for the business 
segment to make an operat- 
ing loss of $40m-$4Sm. That 
would compare with a profit 
of $30m in 1997. 

In an effort to partly offset 
the downturn through lower 
costs. Eaton announced that 


it was cutting a further 200 
jobs in the division. It has 
already shed 400 positions 
since the end of 1997. 

This 24 per cent reduction 
In the division’s workforce 
is forecast to generate 
about $60m of annualised 
savings. 

The 1998 capital spending 
has also been reduced by 
almost 50 per cent from 
planned levels. 

Eaton - whose big custom- 
ers range from the automo- 
tive industry to the aero- 


space and military sectors - 
said that other divisions 
remained “on track with oar 
expectations for a record 
ises“. 

However, it said it was 
unsure whether growth 
elsewhere in the group 
would be sufficient to 
outweigh the $70m-plus 
earnings swing on the 
semiconductor front 

Nevertheless, it still 
"expected results [overall] 
for 1998 to be among the best 
in the company’s history"- 


Bigger players come to the fore at US golf courses 

The nature of the game on the green is changing as small private operators are driven out, writes Scott Morrison 
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G olf has long been 
closely linked to the 
corporate world. For 
decades top executives have 
escaped to the fairway to 
plot strategy or negotiate a 
deal; 

However, the business of 
operating golf courses had 
until recently largely been 
left to small private opera- 
tors across North America. 

That is rapidly changing 
as an ever-increasing num- 
ber of publicly traded groups 
move into the market. 
Encouraged by demographic 
trends that indicate the 
sport will experience high 
long-term growth and 
pushed by increasing operat- 
ing costs, multi-course oper- 
ators are moving to acquire 
additional properties in a bid 
tD achieve economies of 
scale. 

With only 5 per cent of 
North America's 18,000 golf 
properties owned by multi- 
course operators, many lei- 
sure analysts suggest there 
is ample opportunity for 
expansion and growth in the 
highly fragmented industry. 
Others, however, suggest 
that increased competition 
among multi-course opera- 
tors. as well as the addition 
of hundreds of new courses 
under construction, will 
make it more difficult for 
acquirers to report strong 
returns on their invest- 
ments. 

Among the leaders in -the 
industry are fwo publicly 
traded US real estate Invest- 


ment trusts (reits). National 
Coif Properties and Golf 
Trust of America. 

National Golf is by far the 
largest coarse owner in the 
US. with about 124 proper- 
ties. while Golf Trust has 
established itself with 23 top 
of the line courses. Another 
industry contender is KSL 
Recreation, which enjoys sig- 
nificant financial backing as 
a result of its association 
with leveraged buy out firm 
Kohl berg Kravis Roberts. 

Demographics, cost-saving 
synergies, increased pur- 
chasing power and multi- 
course marketing schemes 
are the leading factors 
behind consolidation. The 
National Golf Foundation 
estimates the number of US 
players rose 33 per cent from 
1986 to almost 27m golfers in 
1996. Spending on course 
fees and equipment almost 
doubled to SlS.lbn during 
the same period. Industry 
sources say the growing 
number of maturing baby 
boomers will only increase 
the rate of growth of the 
sport over the next 10 to IS 
years. 

“We’re in a 20-year cycle 
in which you will see golf 
participation increase in 
North America," says Jim 
Wilson, a leisure industry 
analyst with Jefferies & 
Company. 

The sport’s boom coincides 
with new opportunities for 
deep-pocketed publicly 
traded groups. Multi-prop- 
erty operators with access to 
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Teeing up opprtutities: US spending on course fees and equipment 
doubted to $15bo between 1986 and 1996 AP 


public capital can invest in 
course improvements and 
can maintain their proper- 
ties in a high state of repair. 
They can also cut adminis- 
trative and insurance costs 
as well as improve purchas- 
ing economies. And by oper- 


ating dusters of properties 
located reasonably closely 
together, they are imple- 
menting innovative market- 
ing schemes that enable golf- 
ers to enjoy several courses 
at lower cost 
Another factor driving 


consolidation is that experi- 
enced golf course manage- 
ment teams are in short sup- 
ply. says Andrew Voysey, 
the director of finance and 
acquisitions at Intrawest, 
the Canadian ski resort oper- 
ator. 

The group is one of several 
that have recently begun to 
increase their presence in 
the industry. Intrawest’s 
April acquisition of Raven 
Golf Group, the US operator, 
provided it with the person- 
nel .needed to continue 
expanding into golf, It also 
recently acquired the San- 
destin resort in Florida for 
$130m, a move that will help 
the company improve 
year-round revenues. 

Meditrust. the US health 
care investment group, this 
year established itself as one 
of North America’s top five 
course operators with its 
acquisition of Cobblestone 
Holding's 25 properties. And 
ClubLink, the Canadian 
group that owns and oper- 
ates 32 golf properties, is 
expected to move into the 
US market by exercising an 
option to acquire 51 per cent 
of GoUSouth, which has 23 
courses in several south- 
eastern states. 

Competition for highly 
coveted tourses has pushed 
prices up over the past two 
years, although industry 
observers debate whether 
consolidation will continue 
driving up prices in the near 
term. Lower-end municipal 
courses can be bought for as 


little as $2m. while top qual- 
ity resort properties in prime 
locations can exceed 5100m. 


S ome analysts say that 
the vast number of 
potential acquisition 
targets and the relatively 
small number of buyers will 
keep prices stable in the 
short term. Others, however, 
argue that price pressure is 
inevitable as additional 
groups move into the 
market. 

It is not clear that 
short-term returns will jus- 
tify current market prices. 

National Golf, the US reit. 
has seen cash flow grow by 
11 per cent annually over the 
past three years. But ana- 
lysts say the group’s growth 
will drop to about 9 per cent 
this year due to increased 
competition and expected 
unfavourable weather pat- 
terns. Another cause for con- 
cern is that the US economic 
expansion could sputter, a 
turn of events that would hit 
first at leisure industries 
such as golL 

Few within the industry 
dispute golfs long-term 
growth prospects, but the 
short-term outlook is less 
certain. One view is that the 
golf market will continue to 
expand strongly. Others 
warn that should market 
size and revenues grow more 
slowly than anticipated, 
some of the more aggressive 
golf course acquirers could 
be teeing up to land in a 
trap. 


Intel to launch new chip despite bug reports 


By Roger Taylor 
in San Francisco 
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Intel yesterday ‘confirmed 
that it would proceed with 
launch of its new Xeon 
chip on Monday despite 
• reports of bugs in the new 
high-powered microproces- 
sor. 

The company said all new 
chips hod bugs and that the 
process of debugging and 


improving performance inev- 
itably continued, even after a 
product was in the market. 

The company could not 
confirm that the new chip 
would be available on Mon- 
day. ins jpad it said it would 
on Monday set a date by 
which the product would be 
on the market 

The Xeon Pentium H chip 
is at the heart of Intel’s new 
strategy, announced last 


November, to segment the 
computer chip market, offer- 
ing more basic products Ibr 
low-cost personal computers 
and higher-priced, more pow- 
erful chips for more sophisti- 
cated systems. 

The Xeon chip is designed 
for high-powered servers and 
workstations and will take 
Intel into product areas 
which in the past have 
required more processing 


power than is available from 
a chip. 

Using four Xeon chips 
together could in theory give 
computer manufacturers the 
power they need to drive 
high-powered servers. How- 
ever, it is in this context that 
problems with the new sys- 
tem have been reported. 

Any delay to the launch of 
four-processor servers using 
Xeon chips would be a blow 


to Intel, coming shortly after 
the announcement earlier 
this month that Intel’s 
Merced chip - the next gen- 
eration of compute’ chip - 
had been delayed by six 
months and would now not 
be launched until 2000. 

Intel said yesterday that 
Monday's “launch" of Xeon 
would Include pricing and 
availability information 
together with a number of 


planned new products from 
computer manufacturers 
incorporating the Xeon chip. 

Dell. Compaq and IBM are 
all understood to be plan- 
ning announcements to coin- 
cide with the launch of the 
new chip. 

Intel added that it would 
continue to work with com- 
puter manufacturers to iron 
out any problems with the 
new chip. 


NEWS DIGEST 


BANKING 


Brussels approves merger 
of Travelers and Citicorp 


European Union competition authorities yesterday approved 
the planned merger of Travelers and Citicorp, the US banking 
and financial services groups, into a single entity called Citi- 
group. The decision ends a preliminary review initiated on 
May 14, whan the companies notified the European Commis- 
sion of their merger plans. The Commission can extend its 
one-month investigations by another four months, when ft 
feels a concentration could raise com p et i tion concerns. 

The Commission said the $170bn transaction, the largest 
merger in history, would not distort competition or create a 
dominant position In any EU market. "In Europe, the transac- 
tion will combine highly complementary operations and result 
in only minor overlaps in markets with numerous large and 
well-established competitors," it said. 

Samer tateendar, Brussels 


FOODS 


New president at Kellogg 


Kellogg Company, the US cereal and convenience food 
group, has appointed Carlos Gutierrez president and chief 
operating officer, marking him as the heir apparent to Arnold 
Langbo, the current chairman and chief executive officer. 

The post of president and chief operating officer, last held 
by Mr Langbo, has been vacant for about six years. Mr 
Gutierrez was previously executive vice-president, business 
development, and president, Asia-Pacific. In his new role. 
Kellogg's North America and Latin America divisions will 
report to Mr Gutierrez while Kellogg Europe and Kellogg Asia- 
Pacific will continue to report to Mr Langbo, who said: “This 
enables the chairman’s office to provide greater day-to-day 
operating assistance to our business units around the world." 

Analysts said Mr Langbo was not expected to retire In the 
immediate future, but a recent diagnosis of prostate cancer 
had heightened concerns about the lack of an obvious heir 
apparent. They added that the lack of an obvious successor 
to Mr Langbo had been a contributing factor to the compa- 
ny's recent poor share price performance. 

Kellogg has been losing market share in the US, where it 
now enjoys less than one-third of the cereals market, and has 
suffered from a shift to less expensive cereals and other 
breakfast foods. The company warned in April that second- 
quarter profits might fall below expectations. 

Tracy Corrigan, New York 


INSURANCE 


US groups in $285m deal 


Superior National Insurance Group said yesterday it had 
signed a definitive pact to acquire an insurance unit of Foun- 
dation Health Systems for $285m in cash. 

The acquisition of Business Insurance Group, a wholly- 
owned subsidiary of the Woodland HBIs, California-based 
Foundation Health, would be financed through the issuance of 
common stock and options to purchase stock, Superior said. 

Insurance Partners and its successor fund have committed 
to purchase at least $34m of Superior's common stock. 
Superior would offer an additional $i06m in common shares 
on a pro-rata basis through a rights offer to existing share, 
warrant end option holders, it said. 

Superior National Insurance Group is the parent company 
of Superior National Insurance Co, and Superior Pacific Casu- 
alty Co, speciality workers’ compensation insurers operating 
in California and in Phoenix, Arizona. Reuters, Los Angeles 


ENTERTAINMENT 


Universal Music head named 


Universal Studios, which has acquired PotyGram for $10.4bn, 
yesterday named Jorgen Larsen chairman end chief executive 
of Universal Musk: International. His appointment w HI be 
effective upon the completion of the acquisition of PoiyGram. 
Mr Larsen held the same position before the deal 
AP-DJ, California 


Comments and press refoases about international 
companies coverage can be sent by e-mail to 
IntematkxtaLcompaniesQflcom 
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US$210,000,000 


Project Financing ro establish a nationwide 
GSM cellular telephone network in Romania 


ING Barings 


Structured and arranged by 

International Finance 
Corporation 


SG 


US$40,000,000 

IFC Term Loan 


US$10,000,000 

1FG Subordinated Loan 


Provided for its own account by 

International Finance Corporation 


US$160,000,000 

IFC Term Loan 


Jointly arranged by 

International Finance Corporation 
ING Barings 

And provided through participation* in the IFC Loan by 


SG 


Arrangers 


ING Barings 
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Lead Manager 
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June 25. 1998 


To advertise your 


Commercial 


Property 


And reach 52,000 property 


decision makers. 


Contact 

Tina McGorman 
+44 0171 873 3252 


Fax +44 0171 873 3098 

BMRC 95. 


This notice is issued in compliance with the requirements of the London Stock Exchange 
Limited. It does not constitute an invitation or offer to any person to subscribe for or purchase 
securities. 

Application has been made to the London Stock Exchange Limited for the whole of the 
ordinary share capital of TNT Post Groep NV to be admitted to die Official List It is expected 
that admission of the Ordinary Shares to the Official List will become effective and that 
unconditional dealings will commence on 29 June 15)98. Morgan Stanley & Co. Limited is 
acting as sponsor to the company in the United Kingdom. Application has also been made to 
list all the distributed Ordinary Shares of the company on the Official Market of the 
AEX-Effectenbeurs nv (Amsterdam Stock Exchange) and the Frankfurt Stock Exchange. 
American Depositary Shares, each representing the right to receive one Ordinary Share, have 
been approved for listing on tbs New York Stock Exchange. 


At pc 

TNT POST GROUP 


TNT Post Groep N. V. 

(Incorporated with limited liability in The Netherlands 
with its corporate seat in Amsterdam) 


Introduction of 475,173,350 Ordinary Shares of NLG 
I each and admission to listing on the 
London Stock Exchange 


Share capital following the Introduction 

Authorised Issued and fully paid 

NLG Number Ordinary Shares NLG Number 

of NLG leach 

944,000,000 944.000,000 475,173,350 475,173,350 


TNT Post Groep provides a wide range of mail, 
express and logistics services worldwide. 


Copies of the Listing Particulars relating to TNT Post Groep NV dated 34 June 1998, which 
have been published, may be chained (for collection only) during normal business hours on 
any weekday (Saiuiday and public holidays excepted) up to and including IQ July 1998 from 
the Company Announcements Office of the London Stock Exchange Limited, 
Old Broad Street, London BC2N 1 HP and up to and including 10 July 1998 from: 


Morgan Stanley & Co. Limited 
25 Cabot Square 
Canary Wharf 
London El4 4QA 


25 June 1998 
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Sharp fall at Burberrys hits GUS 


By Robert Wright 


Great Universal Stores 
yesterday blamed the Asian 
financial crisis for a sharper 
than expected downturn at 
Burberrys, its upmarket 
clothing brand. 

The slump In Burberrys' 
operating profits from £82m 
to £24. to was a significant 
factor in GUS's failure to 
reach analysts' estimates of 
profits, before tax and excep- 
tional items, of £570m. 

GUS made £555m before 
tax and exceptional^ in the 


year to March 31. against 
£554m the previous year. 
Turnover improved to 
£3.36bn. compared with 
£2. ©bn last year. 

Reduced sales ctf Barber- 
rys' products in south-east 
Asia coincided with the com- 
pany’s crackdown on “grey 
market” sales of its goods 

-through unauthori sed chan- 
nels. 

The problems had. been 
compounded by poor stock 
management, GUS said. 

Lord Wolfeon of Sunning- 

dal e. GUS chairman, Critic- 


ised bow Burberrys had been 
run, saying that previous 
management had held too 
wide a range of stock. 

The brand's sales fell to 
£255 id from £273m as new 
management cut off deliv- 
eries to customers who had 
supplied the grey market 

“We found ourselves cur- 
tailing grey market trading 
just when the Asian crisis 
was hitting, so we found our- 
selves with a bigger stock 
problan than we would have 

had,” Lord Wolfeon said. 

Some £17m of stock has 


now been written off, while 
three factories in the UK 
have been closed. Burberrys’ 
profits for the present year 
would be lower than last 
year because of the prob- 
lems, the company said 

GUS’s shares fell 43p to 
805p yesterday after the 
group announced the unex- 
pectedly severe problems at 
Burberrys. 

The company also warned 
that two big recent acquisi- 
tions - of Argos in the UK 
and Metramail in the US - 
would dilute earnings in the 


first half of the present year, 
but be eamings-neutral over 
the year. Lord Wolfson 
insisted the statement was 
not a profits warning, but 
many analysts cut their fore- 
casts for pre-tax profits this 
year to around £ 570 m from 
around £ 6 Q 0 m. 

The company said it was 
too early to gauge the suc- 
cess of Introducing its home 
shopping catalogues to cus- 
tomers of Argos, the cata- 
logue retailer bought for 
£i.9bn in April after a hostile 
takeover bid. 


Siemens sale in 
global context 


By Andrew Hsber in Ftankfwt 


Siemens' restructuring of its 
UK telecommunications 
business is part of its new 
thrust aimed at building a 
stronger presence in the 
world’s leading information, 
technology and communica- 
tions markets. 

It is also a further move in 
the direction of greater clar- 
ity in the German company’s 
widespread geographical and 
industrial activities, which 
many analysts think it has 
been slow to Implement. 

Two months ago, Siemens 
announced that it would 
integrate its activities in 
public communications net- 
works. private communica- 
tion systems and informa- 
tion systems. These I&C 
businesses, with sales of 
nearly DM50bn ($28bn), 
account for some 40 per cent 
of its turnover. 

But, as with the I&C move 
- in which it made only a 
partial exit from the prob- 
lematic persona] computer 
business - yesterday's 
announcement left much to 


be desired in the view of 
some analysts. 

“It is bowing to the inevi- 
table, as the GPT joint ven- 
ture had been unstable since 
it was Initiated and had to 
go one way or the other.” 
said Mark Davies Jones, at 
Salomon Smith Barney. 

Siemens said it wanted to 
expand its telecommunica- 
tions business in the UK, the 
first European market to be 
liberalised, and now took the 
line that it only wanted to be 
in joint ventures where it 
had the majority. 

In global terms, Siemens 
aims to reinforce its compe- 
tence in high growth sectors 
such as mobile telephony 
and broadband data trans- 
mission technology. 

The company is keen to 
expand farther in the US. It 
has denied rumours of a bid 
for Motorola, but is certainly 
considering acquisitions to 
augment its own growth. 
The speed at which the mar- 
ket is chang in g may force.it 
to make further moves to 
keep up with the aggressive 
competition. 


GEC seeks big deal 


By Andrew EdpedWe-Jobnsoo 


This month has seen four 
key moves in Lord Simp- 
son’s strategy of refocusing 
GEC on fewer industrial sec- 
tors and hacking away at the 
joint-venture culture that 
took hold during Lord Wein- 
stock's reign. 

Yet according to some ana- 
lysts. the recent corporate 
activity - however arduous 
- has only solved the easier 
and more obvious challenges 
facing the group. Now, they 
say. comes the trickier ques- 
tion or finding a big, value- 
creating deal to transform 
GECs growth prospects. 

Lord Simpson's agreement 
yesterday to take full control 
of the GPT telecommunica- 
tions business came in the 
same week that GEC and 
Alcatel its French partner, 
sold 58 per cent of Alstom, 
their heavy-engineering joint 
venture. 

The previous week, GEC 
Marconi received clearance 
for its S1.4bn acquisition of 
Tracor. the Texas- based 


defence electronics group. 
By the end of the month, it 
hopes to sign the final agree- 
ments for its alliance with 
Alenia Difesa. the Italian 
missiles electronics subsid- 
iary of state-controlled Fin- 
meccanica. 

The deals have left GEC 
with three cleaner divisions: 
defence electronics, commu- 
nications and industrial elec- 
tronics. The outlay on Tra- 
cor and GPT has also made a 
dent in its £5bn t'$8.4bn) cash 
pile, although this is partly 
offset by the £1.25bn pro- 
ceeds of the Alstom sale. 

Untangling the GPT joint- 
venture structure has given 
GEC more freedom over Us 
future. Lord Simpson said. 

Expectations of a big deal, 
with Northrop Grumman flf 
the US defence group’s 
planned takeover by Lock- 
heed Martin is blocked by 
the US courts] or Thom- 
son-CSF of France, lifted 
GEC's shares by 50 per cent 
between January and early 
June. They have since fallen 
11 per cent from their peak. 


Galen to boost services 


By Virginia Marsh 


Galen Holdings, the North- 
ern Irish pharmaceuticals 
group that ann ounced on 
Tuesday it was in merger 
talks, is considering expand- 
ing the services it offers to 
other companies. 

“Our services division is 
growing pretty strongly." 
John King, chief executive, 
said yesterday. “That market 
is continuing to expand as 
more and more companies 
are outsourcing.” 

Sales from the division, 
which carries out niiniwii tri- 
als and synthesises chemi- 
cals for other companies, 
leapt 58 per cent to £7.6m in 
•the six months to March 31 - 
nearly a third of group sales. 

Pre-tax profits at the 
group - which is in talks 
with Netherlands-based Fer- 
ring Pharmaceuticals - were 
up 22 per cent at £7.5m 
(£EL 2 m) In the six months to 
March 31, at the top end of 
expectations. Turnover was 
up 24 per cent at £24. lm 
(£19.5m). 

Mr King declined to com- 
ment further on the talks 
with privately-owned Fer- 
ring which may lead to a 
reverse takeover of Galen. 
Shares in the company, 
which floated less than a 
year ago, were suspended at 
the company’s request on 
Tuesday. 

Mr King said the compa- 
nies would try to finalist* the 
deal as soon as possible. But 
Ferring would have to meet 
stock exchange require- 
ments and this would take 
time. 

The company said it had 
refocused its pharmaceutical 
products division by with- 



John King fl and Geoffrey BBott, chief financ ia l officer Jason Ortm 


drawing from the commodity 
intravenous fluid market in 
the UK. This would release 
capacity for higher margin 
work such as speciality man- 
ufacturing projects. 

The main focus of research 
remained the In tra vaginal 
ring -.a drug delivery sys- 
tem for hormone replace- 
ment therapy to treat the 
menopause - which was due 
reach the market by 2000. 


The company was also 
working on a contraceptive 
IVR with an unnamed multi- 
national partner and it was 
expected Phase III trials 
would start shortly. . 

Earnings per share were 
4.64p (4J35p) .and the divi- 
dend rises 20 per cent to 
0-44p- 

The market is expecting 
pretax profits of £14.5m 
(£11 .4m) for the foil year. 


Logica 
shares 
leap on 



update 


By Paul Taylor 


Shares in Logica leapt 105p 
yesterday to dose at a new 
high of £20.62% as the UK- 
baaed computer services 
group issued a positive trad- 
ing statement and hinted at 
further acquisitions to 
expand its international 
bnsixiGSS- 

The shares, which have 
already risen sharply over 
the past 18 months, have 
gained nearly 200p in a week 
and about 75 per cent since 
the start of this year. 

The software and services 
group said it expects to 
report “substantial” revenue 
growth and continued mar- 
gin improvement for the 
year to June 30, despite .the 
strength of sterling. 

The company said that 
“order intake growth has 
been at similar levels to rev- 
enue growth, giving a 
strongly positive book-to-bfll 
ratio across the group and 
confidence for farther good 
fiflanrijii performance in ihe 
mming year". 

which ha«t built its 
overseas operations - partic- 
ularly those in Europe - in 
part through acquisitions, 
added that It would generate 
strongly positive cash flow 
in the senrmd half, “leaving 
the balance sheet in an 

excellent position to support 
farther growth". 

The company also said ita 
total staff numbers had 
increased 20 per cent to 6,100 
in the last 12 months, indic- 
ating it Is still able to recruit 
a nd retain the staff it needs 
in order to grow. 

Analysts yesterday 
upgraded pre-tax profit fore- 
casts for the current year 
from £40m to £40.5m g38.lm) 
and earning s per shar p from 
39 .3p to 408p (Sip). ‘ 

Mr Martin Read, chief 
executive, said the trading 
statement showed the 
group's strategy was work- 
ing- 

Under Mr Read, Logica has 
focused on three strong 
growth markets - telecom- 
munications, energy and 
litfiitigs and finan cial ser- 
vices. B Md aiap ex panded 
its European presence. 
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COMMENT 


GUS 


tone of the euphoria about 
Great Universal Stores -Ty . -t 
understandably dissipated 

mctaiJaii Thfl nhnnnlTIO' AYld .A. !v 


■ - - • t-ffaSfP 
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yesterday. The shopping and 
database group is entering 
the third year of its long- 
awaited transformation, yet 
investors still have to. wait 
untfl . the turn of the railten- 
nium for double digit earn- 
ings growth. Their patience 
sho uld be rewarded. But last 
year’s flat £555m pre-tax 
profit figure and this year’s 
-cut forecasts of £570m 
rammed home the size of 
Lord WoHfeon’s task as chair- 
man. The Achilles beel may 
appear to be the luxury 

goods subsidiary Burberrys. But this is actually not way 
im portan t A new chief executive is spring-cleaning this 
neglected coma- of the emporium. That should pay off by 
late 1989, clearing the way for a float ora sale. 

, The key question is when the group wm achieve a decent 
return on the nearly £4bn it has spent on acquisitions in less 
than two years. Obviously not yet: the acquisitions’ taxed 
operating profits were less than EWOm last year. But data- 
base markets are growing at 15-20 per ce nt a year, white 
GUS can improve Argos’s margins. So the trajectory looks 
healthy. Uncertainty remains, but it is more exciting than 
old GUS hoarding cash. 



.. . t . i j 

•. •- 


fci-x 


• <:•£«* 

* 

'Vs* . 


r* -ta 1 -* 




BNFL 

The kerfuffle surrounding: RNFL’s plans to part-acquire the 
Westinghouse purfear bumnesses is unseemly. Presumably 
ihe government knew of BNFL’s intentions when the com- 
pany joined the bidding. Whatever the reason far the threat- 
ened veto - concern over BNFL taking on new liabil iti es, 
unforeseen liabilities, the impact on public finances — these 
could not be new. BNFL insists the deal makes co mm er ci al 
sense. The go v e r nment needs to show it is not considering 
blocking it for political reasons. 

More disconcerting is whether the government has set its 
face against privatising BNFL. Reprocessing nuclear waste 
is a hnsinftwi ftmt can prosper in the private sector. Westing- 
house being one eirample. The state may well end up keep- 
ing some of BNFL’s uneconomic a ss e ts, as it did with British 
Energy, ami rHcgntang tin g BNFL from tiie M agnox reactors 
may be tricky. But it should still be possible to privatise the 
profitable bit of BNFL. British Energy has shown the private 
sector can devise ways to cover nuclear liabilities. 


* 
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of vtnpma Mann ana 
DavM Wghtam In London and 
N&dd Taft in Chicago 


UK Treasury officials had 
yet to decide last night 
whether to allow British 
Nuclear Fuels to participate 
in the purchase of the 
Westinghouse nuclear busi- 
nesses in the US. 

The state-owned company 
had been ready to finalise 
the deal with CBS Corpora- 
tion, the former Westing- 
house Electric, but has been 
prevented from going ahead 
by the last minute interven- 
tion of the Treasury. 

The Department of Trade 
and Industry is believed to 
have already given its 
approval to the deal which 
would provide BNFL with 
access to the technology 
behind a third of the world’s 
nuclear plants and give it a 
leading global position in 
nuclear fuel and decommis- 
sioning. 

' The Treasury, however, 
appears to be concerned at 
the business and manage- 
ment risks involved. 


BNFL is in the process of 
merging with Magnox Elec- 
tric. one of its biggest cus- 
tomers and the operator of 
six, ageing reactors due for 
decommissioning early next 
century. 

The company also plans to 
roll its ftlfil fabrication and - 
uranium trading operations 
into a joint venture with Se- 
mens, the German engineer- 
ing gianf 

hi the US, in a deal worth 
about $L5bn. the BNFL con- 
sortium would pay CBS 
about S 260 m in cash but take 
on Westinghouse liabilities 
of over $ibn. 

These are mainly non-U im 
clear liabilities including 
pensions. 

British Energy, the UK 
nuclear utility which has 
been one of the UK stock 
market's best performers 
since privatisation two years 
ago, has liabilities of £13hn. 

BNFL is bidding with Mor- 
rison Rnudsen, a US engi- 
neering group which is 
already its partner on sev- 
eral ongoing contracts with 
the US gover nment. 
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ecsoft 


ECsoft Group pic 

(Incorporaud in England and Wiles under 
eke Companies Act 1995 with registered number 2904897! 


Placing and Admission to the Official List 
sponsored by Deutsche Bank 

Lead Manager 
Deutsche Bank 
Co-Lead Managers 

BancAinerica Robertson Stephens BT Alex. Brown 

ECsoft Group pic specialises in rite provision of infonmukm wduiology comwliuig, applications 
development, syraems integration and information systems management services to large European -based 
companies and organisations. 

Share capita] imroedlaiefy following the Placing 
Oldbury Shares of 50p each 

assuming no exercise of the underwriters' ovcr-alkmnent option described in theUsri&g Pankulan 
Authorised Zssoed and Fofly Paid 

Number Namuul Amount Number Notnmal Amoact 

15.000.000 £7,500,000 KL556.I21 £5_278JXX150 


American Depositary Shares fADSO of the Company, each representing <n* Ontaary Share of the Company, 
and evidenced by American Depositary Receipt! (“ADR»") are quoted on (be Nasdaq Nationa] MatfceL 
Listing Particulars relating to the Company have been published and copies arc available (brcoUeakm during 
normal bu s i ne s s boors on any business day up u and including 26 June 1998 from the Company Armo un o cm eins 
Office at tie London Stock Etrhnngc. Old Broad Street London EC3N 1HP and daring normal business hours on 
any business day up to and tnetadiqg 8 July 1998 &um> 

ECsoft Group pfc Deutsche Bank AG London BA Rsbcrtaou Stephens BT Alex. Brown 

101 Wigroore Street 6Bishopsgate Isteruatfeua] Limited International 

London W IK 9AB London EC2N 4DA 105 Piccadilly 135 Bishopsgstt 

London W1V9FN Loudon EC2M3XT 

Dtaodtt Bank n tin n»flag game of nwtftrtr Bank AG London 
BA Robertson Stephen lasnmonil Llmacd is an affiliate o( BoKAntaca Robenno Stephens 
BT Afci. Brown toKnufoBal h a rfvfafao of Bates Th* toserawtazl PLC 

25 June 1998 


Financial Times Surveys 


Derivatives 


Friday June 12 


For lurtiicr inlorm.iticn. plcjsc oontoct; 

FcSici.i Kay in London 

Tel: 4-44 171 673 4199 Fjx: — W 17l 373 4«17 
c mail ;f eii ou . h ar'„ FT.-om 


Tim Hart in Kir* York 

Tel: *1 212 743 1341 Fox: -1 212 UBS S 229 
email: 6m.h_TliFT.corr 


FINANCIA L TIM ES 

No FT. no comment. 


NOTICE OF CONVERSION 
OF INTEREST BASIS TO FLOATING RATE 


Crediop Overseas Bank Limited 

ITL 200,000,000,000 1025% Guaranteed 
Transformable Fixed Rate Notes due 2001 

IthnnNotaea) 


I 

I 


Nonce is harefcy given tf-ert Crerioo Overseas Bank Limirad 
has. h accatfcnce with the Terms and Cbntfjons of the Nores. 
elected to convert the interest bass of the Notes from fixed 
rate lo floe ting rare with effect from and 'tfetutingAiy 5, 1998. 
Accorefingfy. on and from July 5. 1998. lbs Notes wS bear 
interest at six months ITL Libor + 0,50% 

per annum an the basis more 

pankutarty specified m the ^ RsafAsenc 

Terms and Conditions Krm JBetba nk 

of the Notes. Lwenmtxxry 


CONTRACTS & TENDERS 



The Ministry of Finance 
of the Republic of Lithuania 


pursuant to the Resolution of the Government of the Republic of Lithuania 
no. 477 of April 20, 1998 


announces the invitation to open tender 


for the purchase of a majority interest in AB Lietuvos Zemfes Lido Bankas 

of ^uawa). having its corporate seat in J.Basanaviciaus g. 26, 
2600 Vilnius, Lithuania. 6 

TIb trader is open to bants or other financial institutions ot consortia of bants and/or 
other financial msttamons with paid-up share capita) of not less than ECU S m;n im 
In Older to pattidpatein the tender, interested parties should submit a request for an 
tnformaaon pooka. The request for the information packet should include the 
company name, address, name of contact person, telephone and fox numbers. The 
requrat may be m Ltthuaman or English, and should be faxed or delivered for the 
rarahon ofMs. Una Skorochodovaitd or Mr, Vilma Macemusldend at Room 501, the 

•rerwan » an*. i.-....: „• „ 

sss.rszi'cs sr: z 


shares they seek to purchase, as described in the tender ^ 

will be due on 20® July, 1998. Participants invited to , h S “ b ™ SS,0 “ 

be due by 29® August, 1998. The winner wifi be select^ “ 


so. 
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EURO PRICES 


EQUITIES 


Yen fails to subdue Europe 


CURRENCIES & MONEY 


FT SYNTHETIC EURO RATES 
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Synthetic Euro against the dollar 

Speraro 



By PHfip Coggan, 
■totals Editor 




Further weakness In the 
Japanese yen and a subdued 
opening on Wall Street failed 
to prevent a strong perfor- 
mance from European stock 
markets yesterday. 

The FTSE Eurotop 100 
index closed 1&52 points or 
0.7 per cent higher at 
2,838*32, while the broader 
Eurotop 300 gained 6.46 to 
1,23135. 

■ The FTSE EBloc 100 index, 
which is confined to stocks 
in countries that are sched- 
uled. to take part in the sin- 


tiijt 
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gie currency, rose 4.55 to 
1,02532. 

The fen in the Japanese 
yen back below Y14Q to the 
dollar did not alarm Euro- 
pean markets, perhaps 
because its coronary was the 
continued strength of the 
dollar against the D-Mark. 
The US currency stayed 
above DM130, giving a lift to 
European exporters. 

And the Dow’s early drop 
of 30-40 points was out- 
weighed by the ‘positive 
impact of Tuesday's 117- 
point gain. 

European bonds were aisn 
mildly supportive with Ger- 
man inflation data for June 
in line with expectations. 


The best performing sector 
of the day was gas distribu- 
tion, with BG rising Ecu 030 
to Ecn 5J22 as a large block 
of shares went through late 
in the session. 

Integrated oQ stocks rose 
13 per cent, as the Organisa- 
tion of Petroleum Exporting 
Countries met in Vienna to 
discuss production cuts. Elf 
Aquitaine rose Ecn 3JQ to 
Ecu 124.33- 

Telecom stocks were lifted 
L2 per cent by the news of 
the latest US merger in the 
sector, between AT&T and 
TGL Deutsche Telecom rose 
Ecu 050 to Ecu 24351 France 
Telecom Ecu 0.70 to Ecu 
60.28. Orange, the mobile 


group, continued its recent 
rally, jumping Ecu 0.60 to 
Ecu 9.79. 

Hie tech stock rally con- 
tinned with Cap Gemini ris- 
ing Ecu 3J0 to Ecu 14236. 

French banking stocks 
were lifted by rumours of a 
link-tip between Socittd Gen- 
erate. BNP and Paribas. Soc- 
Gen gained Ecu 630 to Ecn 
18034, BNP Ecu 0.40 to Ecu 
7236 and Paribas Ecu 3 to 
Ecu 963fr 

The brewery sector fell L4 
per cent as the poor perfor- 
mance of the Rngifo h and 
Scottish teams In the World 
Cup depressed the outlook. 
Bass dropped Ecu 0.70 to Ecu 
1636. 
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'What impact will the euro have 
on the FX market in Europe?" 
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INTERNATIONAL CAPITAL MARKETS 


Concern over Asian economies lifts prices 


GOVERNMENT BONDS 


By Jeremy Grant to London 
and John Labata In New York 


Prices trudged higher 
yesterday in another lacklus- 
tre session as investors and 
traders waited for Japan's 
response to calls for eco- 
nomic reform. 

Persistent concern over 
the Asian economies also 
helped prices to end higher 
hut there was a dearth of 
international and domestic 
news and trade was thin. 

Analysts said doubts over 
Tokyo's resolve to tackle the 
issues would ensure a fairly 
positive tone for bonds, even 
if there were another round 
of central bank interventions 
to prop up the ailing yen. 

"The fhct that the [foreign 
exchange] market has a bias 
to sell yen Is indicative that 
there are still serious wor- 
ries over Japan," said 
Padhralc Garvey, at ABN- 
Amro Bank. 


Bond prices have benefited 
in recent months from fall- 
ing crude ofl and commodity 
prices. But yesterday’s 
agreement by the Organisa- 
tion of Petroleum Exporting 
Countries (.Qpec) on addi- 
tional cuts in output could 
presage the end of that sup- 
port factor, the analysts 
said. “The fear in bond mar- 
kets is that if there are sub- 
stantial cuts that would 
cause them to react nega- 
tively," said Mr Garvey. 

However oil traders said 
the effect of the Qpec deci- 
sion would not be felt imme- 
diately due to high stocks. 

In European bonds, strate- 
gists noted that the last six 
weeks of solid “safe-haven" 
buying had skirted countries 
on the European monetary 
union periphery - such as 
Italy - and had benefited 
core markets. 

Yields in Emu peripheral 
markets had widened over 
German bunds, reversing the 
recent convergence trend. 
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"The accepted wisdom 
until recently was that euro- 
land spreads would target 
single digits but what we're 
seeing now is a situation 
where with flight to quality, 
It's difficult far spreads to 
narrow. In fact they’re 
diverging," said Mr Garvey. 

US TREASURIES had 
moved little by earl; after- 
noon after the release of 


weaker than expected dura- 
ble goods figures. The bench- 
mark 30-year bond was up 
just & to 106S, yielding 5.638 
percent. 

Among shorter-term issues 
the 10-year note was also & 
higher, at 101%. yielding 
5.442 per cent, while the two- 
year note was £ lower at 
99g, yielding 5.492 per cent 

Durable goods orders fell 
24> per cent in May. a much 

sharper fall than expected. 

Weakness was seen as broad- 
based, hitting a range of sec- 
tors. Analysts said this indi- 
cated that tunned in Asia 
was having an impact on the 
US economy. 

In addition, durable goods 
orders fra: April were revised 
downward, to a 1.6 per cent 
rise from the previously 
reported 2.2 per cent 
increase. 

The Treasury market 
largely shrugged off the 
report, as it continued to 
focus on the sinking yen 
against the dollar. 


“The concern amrmg bond 
traders is that they don't 
believe central bankers will 
allow the yen to weaken 
much more without inter- 
vention." said Dennis Hynes, 
at RW.Fresspricb in New 
York. “There needs to be 
more confidence that central 
bankers will stand on the 
sidelines." 

Morning traders were also 
preparing fbr the latest Trea- 
sury auction of giibn in five- 
year notes, expected later in 
the afternoon. 

GERMAN BONDS followed 
US. Treasuries and move- 
ments in the dollar/yen 
exchange rate throughout 
the day, ending higher in 
meagre volume and narrow 
range trading: 

The September 10 -yeajr 
bund future settled up 0.11 
points at 108.48 in volume of 
34&000 contracts traded. 

Provisional inflation data 
for western Germany for 
June - showing a rise of 0.2 
per cent month-on-month 


and 1.2 per cent year-oa-year 
- failed to stir the market, 
as it was farther confirma- 
tion of Germany's low infla- 
tion environment 

UK GILTS ended higher, 
with short sterling contracts 
clawing back some losses as 
pessimism faded over a 
string of economic data last 
week that bad fuelled inter- 
est rata rise fears. 

The September 10-year gilt 
future settled up 0-31 paints 
at 109.04 in volume of 48,000 
contracts traded. 

Gilts outperformed bonds, 
with the spread in the cash 
market over the 1 0-year Ger- 
man benchmark contract 
narrowing two basis points 
to 116. 

The Confederation of Brit- 
ish Industry is expected to 
release Its monthly trends 
survey of industry today, 
with analysts expecting 
another downbeat assess- 
ment as the strong pound 
m n t ii n | ie fl to take its toll on 
manufacturing. 


N E W S PIGEal ^ 

ACQUISITION FI NANCE __ 

Fortis raises cash by 
selling Munich Re shares 


Fords, the Bstoian-Dutoh financW services group, has raised 
more cash to fund its acquifflttoin of Belgium's Gdndrate de 

Banque by sefflng part of a stake ft owns »i Munich Re, the 

world’s biggest reinsurance company. 

Fortte sold 624.000 shares in Munich Re to Lehman 
Brothers, the US investment bank, which then sow them.- 
ovemlght and early yesterday to US aid European Investors. 
Lehman did not disclose the price it paid for the shares, but ft 
soid them in the market at DM859 each, a discount of 2.7 per 

cent to the dosing price on dune 23: ‘ ■ 

Lehman said there was strong demand for the snares after 

the speffight fell on the reinsurance industry in the past week 
following the acqiasftion erf General Re of the US by Beriatws 
Hathaway, the investment company run by Warren Buffett 
Lehman bought the Munich Re stake after Forte Invited . 
bids for the transaction. Forte retains about 550,000 shares h 
Munich Re and Is understood to have agreed to hoW on to 
them for at least 180 days following yesterday's transaction. 
Shares in the German reinsurance company dosed last night 
at DM869, down DM14. Vincent Boland 


INTERNATIONAL BONDS 


Canada sets benchmark 
with D-Mark offering ' 


INTBINATIONAL BONDS 


By Vincent Boland 
and Edward Luce 


Canada issued its first 
D-Mark bond for 15 years 
yesterday, setting a new 
European benchmark for its 
sovereign issues with a 
DM4 bn 10-year issue, its big- 
gest global to date. 

It was the country's sec- 
ond foray into the interna- 
tional debt markets this 
year, following its $2bn five- 
year global in February. 
Bankers at Deutsche Bank 
and Credit Suisse First Bos- 
ton, joint lead managers, 
said, the impetus for yester- 
day's bond stemmed from 
German investors. 


“It is a global bond but the 
impetus was led very much 
by German demand,” a syn- 
dicate banker at CSFB said. 
There was also strong 
demand from institutions 
and central banks in Europe 
and Asia. Proceeds will be 
kept in D-Marks and used to 
top up Canada's foreign 
exchange reserves. 

Hie bond was priced at 15 
basis points over the yield 
curve of the German bund 
market and at 17 basis 
points over the January 2008 
bund (the dollar global was 
priced at 21 basis points over 
US Treasuries;, and was 
trading at the issue price 
late yesterday. 

“A lot of people were sur- 
prised to see Canada coming 


to the market again because 
it is such a rare issuer, but 
the market was happy to see 
the name again," a banker at 
Deutsche Bank said. 

The deal confirms the 
D-Mark market as the 
favourite among issuers and 
investors ahead of the 
arrival of the euro. 

“The D-Mark market is 
clearly the institutional mar- 
ket in Europe right now and 
is the forerunner to the sin- 
gle currency. We are seeing 
all the big benchmark deals 
coming in D-Marks and 
that’s where the real liquid- 
ity is developing." the CSFB 

banker saM- 

Elsewhere, SGZ, the big 
German co-operative bank, 
issued its debut bond on the 


I New international bond 

issues 
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Budapest in DM1 50m debut 

The City of Budapest yesterday announced its first interna- 
tional bond issue, a five-year DM 150m offering targeted at the 
German retail sector. The bond - the first municipal or 
regional offering from Hungary on the international markets - 
is expected to be launched next week. The fixed-rate bond Is 

expected to be rated at the sovereign celling of Baa2. 

Proceeds from the issue will be used to finance the renova- 
tions of public fadfittes, hospitals and roads. The dty has no 
debt problem and took the decision to principle to enter the 
bond market two years ago. It said it wanted to take advan- 
tage of the low prevailing Interest rates on the bond markets 
and the country’s improving ratings outlook. 

Budapest chose the D-Mark to take advantage of the large 
pool of retail investors In Germany and to exploit the city's 
Wgh profile in that market Raster Eddy, Budapest 


CERTIFICATES OF DEPOSIT 


International markets with 
an E250m offering. The bond, 
also, the first international 
offering by any German co- 
operative bank, is the latest 
- albeit modest - sign of 
growing borrower and inves- 
tor familiarity with the euro. 

An official at Deutsche 
Bank, lead manager of the 
issue, said that SGZ, which 


is based in southern Ger- 
many, wanted to establish 
Its name with the emerging 
pan-European investor base. 
The bond, which was priced 
to yield eight basis points 
over five-year Libor, sold 
mostly to German investors. 

INTESA PREFERRED 
SECURITIES, a subsidiary of 
the Italian hnnir. yesterday 


followed np on Espiritu 
Santo Financial Group’s per- 
petual preference share Issue 
earlier this week with a 
E200m offering. 

ESFG - a holding com- 
pany that includes a portion 
of the Portuguese bank - 
said its two-tranche bond 
was trading at its re-offer 
price yesterday. 


ABN Amro issues in euros 


ABN Amro, the Dutch bank, has Issued the first certificates of 
deposit denominated In Europe's future single currency. The 
El 5m offering, which yields 4.31 per cent, will mature In nine 
months - three months after monetary union has taken place. 

First Chicago Clearing Centra, the clearing agent on the 
deal, expects the Euro CD market to start picking up hr the 
fourth quarter of 1998. Most CDs have a maturity of about 
three months. Edward Luce 
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Yen weakens on eve of Clinton trip 
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By Daniel Domfaey and 
Layla Boa Ron 

The yen fell below Y140 
against .the dollar for the 
first ttoae since Tokyo *nrf 
Washington Intervened to 
protect it last week. It ended 
European trading- hoars yes- 
terday at Y140.8, but mid- 
way through the New York 
trading had weakened far- 
ther to Yl4ua. 

The Japanese currency 
experienced much of its fop 
in Asian markets, and was 
not helped in 2a ter trading 
by comments made by Larry 
Summers. US deputy trea- 
sury secretary. 

Robin Aspic all. chief econ- 
omist in London at National 
Australia Bank said: “The 
fact the markets were pre- 
pared to push the yen bo 
soon after the intervention 
says something about the 
the sheer weight of outflows 
from Japan and about the 
bravery of the markets in 


pushing these levels. - 

Analysts said the yen had 
been buffeted one way and 
another by rumours, later 
flnnly denied, of an eventual 
Chinese devaluation and 
fresh intervention by the 
Bank of Japan. The possibil- 
ity of a devaluation of the 
Chinese renminbi is believed 
to h ave been one of the trig- 
gers for last week’s interven- 
tion. 

The yea's recent weakness 
also illustrates the markets’ 
hunger far news of financial 
reforms in Japan, at. a time 
of expectations of continuing 
economic gloom. 

Brian Mather, an indepen- 
dent technical analyst, said 
the yen’s recent burst of rel- 
ative strength was by no 
means inconsistent with the 
currency weakening to Y160 
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or Y170 against the dollar. 
“The yen still looks wrong," 
he said. 

■ Mr Summers said that 
while the intervention had 
opened a window of opportu- 
nity. Japan needed to 
expand its tax and speeding 
policies, and increase bank- 
ing sector transparency. 

“Summers is basically 
making the same comments 
he made before his visit to 
Tokyo," last weekend, said 
Ray Atom at 4CAST, a tech- 
nical economic consultancy. 
“It gives the sense that he 
didn’t come back with any- 
thing in his pocket." 

Mr Asplnall argued that 
Robert Rubin, Mr Summers’ 
boss, at best only reluctantly 
agreed to last week’s inter- 
vention in the run-up to 
President Clinton’s trip to 
China, which begins today. 

“It’s very dear that Clin- 
ton ordered this interven- 
tion,” he said. “I don't think 
the US Treasury will again 
intervene of its own volition 
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unless it sees an acceleration 
of the yen’s foil. Y140 to the 
dollar was supposed to be 
the line in the sand and it’s 
come and gone." 

■ The D-Mark weakened 
fractionally to DM1.802 
against the dollar, as Ger- 
man inflation data added to 
the markets’ impression that 
any German rate rises this 
year will be late and of lim- 


ited scope. 

Western Germany’s 
annual Inflation rate 

dropped to L2 per cent this 
mouth, according to provi- 
sional figures, while farther 
falls are expected later. 

"Given Russia, given com- 
modity prices, and given 
Asia, there’s no appetite on 
the part of Germany for 
interest rate rises until the 
last minute," said Julian Cal- 
low, European economist at 
Dre8dner Kleinwart Benson, 
who expects a 3,5 per cent 
rate by the end of the year. 

However, Ros Lifton at 
HSBC argued that the 
D-Mark was likely to appre- 
ciate later in the year, when 
the markets may take full 
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account of the consequences 
of a likely fimai loosening in 
the euro-zone. 

■ The South African rand 
strengthened yesterday from 
recent record lows, but ana- 
lysts said, the recovery was 
only temporary. 

The currency ended local 
trading at R5.431 against the 
US dollar, up from RS.4S 
after profit-taking «r >d a cen- 
tral bank injection of liquid- 
ity which led to a foil in the 
repo rate for the second con- 
secutive day. 

John Ctemmow, of Inves- 
tec Securities in London, 
added the rand remained 
vulnerable to “punters tak- 
ing a whack at it” now the 
central hank had given up 
trying “to stand in the way 
of international capital 
flows”. 

But he said the bank’s 
recent tactics on repo rate 
policy were aimed at dis- 
couraging domestic banks 
speculating against the rand. 
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BANK PEKAO S.A. 

Grupa PEKAO S.A. 



Bank Pekao S.A.-Grupa Pekao S.A. is a full service, 
retail and commercial Bank-in Poland. With branches in 85 cities 
throughout Poland, we guarantee efficient operations and local 
Insight With offices in New York, Paris, Tel Aviv, Moscow 
•and Vilnius, we have an international outlook. 

y to fulfill all your 
ncial needs in Poland 
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Pekao S.A. Securities is the ^sue Agent for all series 
and three year Treasury notes and the leading broker 
accenting for about 14% of total turnover on the Warsaw 
St 


■ - 'A 


M a sub-custodian, the bank cooperates with a number of custody 
banks in the USA and Western Europe. 

With an established reputation in major currencies dealing, we lead 
the foreign-exchange and money markets for the Polish Zloty. 

Since September 1996 Bank Pekao S.A.-Grupa Pekao S.A. 
is the leader of embanking group, owning three strong regional 
commercial banks. The Pekao S.A. Group is the biggest 
organisation in the Polish banking system in terms of total 
assets and total equity. The Bank received Central European 
Awards 1997 as the best bank in country and region. 


25 


Dpa® 

Saaprica 

Ota 

W 

LOT 

EM. M 

Opea IM. 


9827 

86280 

+0020 

9629 

96® 

504S 

64070 


9620 

98050 

+0020 

9820 

9539 

3756 

58023 

1 



op« 

Sen price 

Orange 

HW 

Lot 

at at 

Open fed. 

4 

Sap 

B827D 

S628S 

*0025 

96000 

K2B 

58922 

427290 

1 

OBC 


960*0 

+0025 

B6DS0 

®0OO 

48601 

449960 


ter 

98940 

950® 

+0020 

95360 

96920 

22620 

<24807 

I 

job 

95025 

95340 

+0025 

®350 

anann 

13332 

137547 



Open 

Safl VO 

Onope 

HOP 

Low 

eh. m* 

Opm tot- 

• 

Sep 

97080 

97030 

-00® 

98020 

97040 

17956 

90825 

r 

Dec 

97000 

97.780 

-0050 

97.850 

97.780 

7652 

45G92 

, 

Urn 

97.720 

97.710 

-0045 

97.7® 

B7J20 

29® 

185® 

f 

Jua 

S7.6® 

97920 

■also 

37.700 

97920 

2804 

16372 




Open 

Sell price 

Change 

up 

Lot 

EM.** 

Open tot 


Sep 

95.755 

957® 

+0025 

957® 

95.755 

1693 

15331 

• 

DSC 

96010 

96000 

+0030 

96010 

950® 

109 

7279 

8 

ta 

95040 

95040 

+0020 

95040 

95040 

3 

4705 


tor 

95030 

95030 

+0025 

950® 

BSMfl 

8 

1821 

* 



- CALLS - 



— PUTS - 


1 

SM 

0070 

Dec 

MV 

sap 

am 

Dec 

Mv 

i 

0040 

0020 

•270 

•2® 

0230 

nvK 

00® 

•0® 

t 
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Head Office 
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tel. (48-22) 656 00 00, fax (48-22) 656 00 04, 
swift code PKDPPLPW, www.pekao.com 4 )], 
e-mail: infb@pefcao.com.pl 
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COMMODITIES & AGRICULTURE 


Oil prices fall despite Opec agreement 


MARKETSREPORT 

By Gary Mead 


While the markets took an 
initial dim view of the prom- 
ised extra production cuts by 
the Organisation of Petro- 
leum Exporting Countries, 
same specialists grasped 
what straws were available. 

On the International 
Petroleum Exchange in Lon- 
don August-dated Brent 


crude lost 19 cents in late 
trading to reach $13.73 a bar- 
rel. The 1997 average price 
was $19.30. 

The fall followed wide- 
spread selling of crude oil 
futures on the New York 
Mercantile Exchange, where 
August-dated Nymex was 30 
cents lower at $14.22 a barrel 
in late trading. 

Some viewed the slide as 
technical profit-taking. “I 
think much of the volatility 


fallowing the announcement 
resulted from the squaring 
of positions taken on views 
ahead of the Opec meeting," 
said Geoff Pyne, at SBC War- 
burg Dillon Read. 

However, analysts also felt 
that while the agreement - 
which promises cuts of 
1.38m b/d in addition to the 
1.245m b/d agreed at Riyadh 
in March - might be enough 
to return the global market 
to balance by the year-end. 


Everything hinged on con- 
verting promises to facts. 
The Riyadh agreement has 
so Ear achieved only 75 per 
cent compliance, according 
to independent estimates. 

"While Opee’s promised 
cuts now total 2.635m b/d, 
they're going to have to 
show some real self-disci- 
pline fin* the rest of this year 
to have much impact on the 
global inventories we have 
today." said one specialist. 


On the London Metal 
Exchange, nickel rallied 
from recent 4 '4-year lows to 
end the day up $100 a tonne, 
or 222 per cent, at $4,610. 
Even so, at these prices all 
nickel producers are suffer- 
ing losses on a total cost 
basis and the situation is 
unsustainable, said Jim Len- 
non at Mhcquarie Bank. 

He predicts there will be 
further production cuts and 
prices will then rise. "For 


Pingguo wrong-footed by 
change in Chinese rules 


The remote aluminium plant has been hit by rising costs and lower 
prices, and is burdened by heavy debts, writes James Harding 


W hen China’s govern- 
ment decided to build 
an aluminium plant 
In a remote southern region 
of the country, the project 
was intended to be a model 
of the modern, efficient met- 
als industry and a fillip to a 
poor provincial backwater. 

Instead, the Pingguo Alu- 
minium works has come to 
look like a monumental mis- 
calculation. 

Having borrowed roughly 
$500m to build the factory, 
Pingguo's earnings cannot 
cover its mammoth interest 
payments. As aluminium 
prices have tumbled and pro- 
cessing costs have soared, 
the plant is borrowing more 
each year just to service its 
debt. 

“This is a problem that 
has come with the reform of 
state-owned enterprises." 
says Zhang Wenliang. a 
senior engineer at Pingguo, 
in the mountains of O uang ri 
province not Tar from the 
Vietnam border. “In the past 
in China, the construction of 
big government-backed pro- 
jects such as al uminium 
plants was not funded by 
bank loans, but by an alloca- 
tion of capital from the state. 
Now we are moving towards 
a market economy, we have 
to pay for Interest on our 
debts." 


The mounting debts, 
which have risen from 
RMB4.26bn when Pingguo 
started production three 
years ago to RMBS.abn 
($664m) at the end of last 
year, are more than just an 
indictment of how one 
far-flung aluminium plant 
has been wrong-footed by 
the China's changing rules 
for state industries. 

Pingguo's problems illus- 
trate how the sickness in 
parts of China's state sector 
is getting worse, not better. 

China's rusty state indus- 
tries employ roughly two- 
thirds of the urban work- 
force and account for one- 
third of Industrial produc- 
tion. But half are losing 
money, and are proving 
intractable obstacles to Its 
economic transition. 

While government officials 
like to suggest the problems 
of the state sector are the 
legacy of Maoist central 
p lanning , the Pingguo case 
demonstrates how the bur- 
den of failing old state- 
owned companies is being 
compounded by the losses of 
misjudged modem projects. 
In the process. China's 
banks are lumbered with a 
pile of worrisome loans. 

A glance at the sums sug- 
gests that when China 
National Non-Ferrous Metals 


Industry Corporation, the 
state monopoly that man- 
ages the metals industry, 
hatched the Pingguo project 
in the 1980s, it appeared 
ignorant of the tendency for 
market conditions to change. 

The construction of the 
plant relied overwhelmingly 
on bank loans - in particu- 
lar, RMB3.4bn from the 
China Construction Bank 
and the State Development 
Bank, two state-owned 
banks. The negligible input 
of paid-in capital meant 
Pingguo was bound to be 
weighed down by debts, 
made heavier by high inter- 
est rates in the mid-1990s. 

To make matters worse, 
prices have moved. Yin 
Ensheng, deputy general 
manager, says: "When we 
designed the project, the 
price or aluminium was 
much higher and the cost of 
electricity much cheaper.” 

The aluminium price in 
China fell from RMB20.000 a 
tonne in 1995 to roughly 
RMB14.500 In the first half of 
1997. falling further to 
RMB13.450 this year. Mr Yin 
says the government’s aus- 
terity programme hit domes- 
tic demand from state-owned 
manufacturers, and cheap 
Imports from rival Russian 
producers have further 
undermined the price. 
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Zhu Rongji, China's prime 
minister, has promised to 
turn round loss-making 
state enterprises 
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Although he hopes the alu- 
minium price has hit hot' 
tom. he says he does not 
expect to see a recovery in 
prices this year. 

Meanwhile, the price of 
electricity has tripled since 
the plant was conceived, 
adding an extra RMB3.000 to 
the cost of processing each 
tonne of metal. 


T he result is that Ping- 
guo's annual operating 
surplus of RMB200m is 
less than half the RMB500m 
needed to cover interest pay- 
ments. The government 
must decide between bank- 
ruptcy or bail-out 
Mr Yin says CNNC will 
certainly not allow the com- 
pany to ML He argues that 
if you ignore its debts, Ping- 
guo is a success. It operates 
at full capacity and produced 


105,000 tonnes of aluminium, 
last year. It claims to have 
the highest efficiency rates, 
most up-to-date technology 
and best record on environ- 
mental protection ctf any alu- 
minium plant in ffoina 
pingguo officials say Bei- 
jing has an obligation to 
help a project that Is a vic- 
tim of the decision to shift 
the goalposts of financing 
for state industry. If Pingguo 
had been built five years ear- 
lier, they say, it would have 
been funded by the state. 

"The project happened 
during the transition from 
planned economy to market 
economy and we should 
acknowledge it was coloured 
strongly by the era of state 
planning," says Mr Yin. "So 
the government should 
shoulder some of the respon- 
sibility for the problems.” 


The government is looking 
to ease Pingguo’s burden by 
injecting RMBL95bn to pay 
off its debt at the State 
Development Bank. 

Pingguo has joined the 
pile of other state sector 
problems on the desk of Zhu 
Rongji. China’s prime minis- 
ter, and its officials can only 
hope Mr Zhu's promise this 
year to turn round loss-mak- 
ing state enterprises within 
the next three years will 
moan &- quick endorsement 
of the bail-cut plan. 

The fresh capital would 
bring Pingguo’s gearing 
down to 66 per cent from an 
estimated 112 per cent Mr 
Yin hopes that, barring any 
further dramatically adverse 
movements in price and 
costs, this would mean Ping- 
guo could pay its own inter- 
est by 2003. 
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Tool daMr inner 

40.308 


■ LME AM OffidU £» nte 1JB893 


UK CM* W rrtc 1®W 




Bpn 

Oaf* 



Open 


(trite dan® fflgft 

Lor 

nr m 

Aag 

US) 

-OM 

14J9 

13® 4X833 34 413 

Sep 

1422 

-013 

1433 

1187 11.916 32.402 

Oct 

14 55 

-on 

14 95 

14® 

2701 30.187 

Nov 

14 73 

-0 1C 

1X13 

14 59 

1.189 12.937 

Dm 

14 97 

-0.13 

1X33 

14 84 

7.325 34.727 

jjo 

IS 10 

-019 

15 52 

1504 

703 19.147 

Total 





M ala 

M HEATMG 00. HVUEX K2G00 US pfc: cUS gatel 


LaMt Onto 



Open 


price dwitg* MpD 

Imr 

IW u 

M 

4043 

+0.42 

4063 

39® 15239 27 714 

Aag 

41 JO 

♦0 28 

41® 

4X40 20.514 402SS 

Sep 

42.50 

♦0 28 

4270 

41 65 

5514 19.574 

Od 

4X85 

+029 

44® 

43® 

3942 1X101 

Nor 

43® 

♦023 

4X43 

44® 

2370 13636 

Doc 

46® 

+0.33 

40.73 

45® 

6,358 36365 


2690 +0.12 25.96 2568 16021 26X35 
26.03 +0.10 26.13 2550 11583 30530 
3655 +0.16 2630 2G.0Q 5577 21550 
2630 +022 2633 2X9S 031 10538 
2637 +626 2845 2557 1X422 35536 
2655 +635 2620 2S5Q 67 3532 
4*62313253* 


■ S0WSEMI MEAL CST(100 Wc SM 


JM 180.7 +64 191.0 1725 16508 2X200 

Aug 190 B +55 1868 1725 14590 26890 

Sop 1810 +66 181.4 1775 4.83B I TJJK 

Oct 1867 +69 1815 1715 1,175 13211 

Doc 182.7 +67 1835 174.0 18,486 39.413 

Jan 1835 +65 1935 1760 652 6274 

IW 50,672 130.507 

■ POTATOES LfffE (20 UMs £ per to me) 


May T582 -2 - - - 149 

Total 3535 81,143 

■ COffg *C* CSCE CS7J500eiM; cwitaBw) 

JM 11150 -655 11 Xa 11150 438 1541 

Sop 11220 -1.10 11X50 111.75 3537 19581 

Dm 11X75 -125 11550 11X70 847 8250 

Mm 11625 -0.75 11600 11550 251 3514 

■ay 71850 -050 11750 11825 39 MSB 

J0I 117.30 -630 11750 11750 18 065 

Total 6540 35jra 

■ COTg QCO) (US anMfr«m 

Jon 23 Pm. day 

Comp. Mr 9950 9920 

I5day average 10459 10557 

■ W1ES8SAB ISFEfiO OTa S/fewra) 

AMO 2517 +u 254.1 2515 1516 1X494 

Od 244.4 +68 2462 2425 1585 16528 

Dm 242.4 +12 2435 2405 961 X772 

Mir 2461 +68 2467 24X5 717 4,783 

May 247.4 +64 2472 2465 136 891 

Abb 2503 +0.1 2501 249.7 39 UX» 

Total 8534 40587 


LONDON TRADED OPTIONS 

Strike price S tens -Cato- -Patc- 


■ shew tr esq (iigjjXto; catato 


(99.7%) LME 

12S0 

1300 _ 

1350 

■ COPPER 
(Gale A) LME 

ia» 

1700 

1800 

■ COBH IKE 

1800 

1650 

1700 

■ COCOA um 

1050 

1075 

. 1100 

■ BOTCSUDEK 

1200 

1250 — __ 


Aug Nov 
75 8 

41 23 
18 50 


Aeg Nor 
111 18 
77 31 

50 53 


Aug Mar 
93 30 

41 78 
15 150 

Sep Nov 
80 111 
58 94 

48 80 

Sap Dm 
33 84 

24 70 

21 54 
jut «q 


759 +605 7.92 770UJBBB 32.108 

615 +610 618 754 6593 1068k 

858 +954 672 855 2575 34575 

681 +604 854 673 266 3,143 

859 +604 854 677 210 4541 

685 +604 613 613 45 5212 

24578186933 


Aag Mar 
124 59 

re m» 

42 173 

Sep Nor 
51 03 

79 126 

118 162 
Stv Dec 
33 42 

49 53 

58 75 

Jul tag 
18 
27 

3* 38 


LONDON SPOT MARKETS 

■ CRBDE QL FOB (per tamo 


- ■ COTTON MCE SO.OOUte; caMefetf 


Spot 1 6686 3 edit 1 . 8804 G rife t 6 SS 9 ete 16*43 


■ GAS (XL IPE (S/tamei 


Apr 158 5 +61 1BO0 1565 61 1510 

May 1EOO +8.1 

JU 1760 +61 

Total II 1510 

■ FBBSTT (WEB) LffFE (SltttaW poM) 


■ MGHeRWECOfPBKCOWk) 


8w omi 





price Mange Upb 

Lew 

to 

lot 

JIB 

74.40 -O® 74 90 

74.40 

317 

442 

M 

74® -ft® 75 40 

74® 

&Ks? 19203 

Hm 

74.B5 -0® 7X45 

74.95 

73 

2.481 

smi 

74 85 -0 ® 7X65 

74 70 

3.924 142S2 

to 

75.05 -065 7X95 

7X70 

10 

1382 

tor 

7X2D -065 7590 

75 95 

23 

1.431 

Total 



10*77 84^44 

PRECIOUS METALS 



■ UMd B8UMM MABKET 




pliers h®M Uy N M ftaffixh4» 




Sett Day* 
price dunge Mgh 

Jd 12225 +650 12550 

Ann 127.IB +1 KM 39 SO 

Sep 13650 +13 133X0 

Oct 134 53 +1.75 13675 1 

Hoy 13750 -1.75 139.50 

Dm 140X0 -125 142.75 ' 

Totri 


IM U 
13.240 36834 
7.380 22.614 
1.595 11837 
545 15 684 
355 10X174 
2.147 36527 
30000171,143 


Jim 890 - - - - Sf 

JM 815 -ID 820 810 31 5K 

Oct 920 -20 - - - 396 

JM 955 - - - - 137 

Apr 1020 - - - - - 

Total 46 1531 


6050 +058 8670 7955 7,928 3572 

7628 - 7550 77 A0 4518 7,742 

7668 +668 7ft® 7359X487 48,479 

7610 +650 7640 7X15 422 11JJZ3 

7X90 +6® 75® 7X00 15S 6379 

22548 B5JBZ1 

C JUKE RYCE OXOOOta caMSIto 


101® -1® 10X15 1 0250 1595 11,228 
10650 -2.05 10615 108.10 1^71 11,387 
11025 -2.10 112® 11X20 14S 4528 
11X25 -2.10 11X75 116® 44 2£30 

11625 -2-1Q 11635 11725 31 1220 

(1625 -HO 12125 12125 14 «82 

3591 »58B 


(fetal 

S1137-O07X 

-024 

BWBead (de»4 

51252-256 

+0035 

Brent EBend (Autf 

S1X72-3JB 

-0115 

W.T1 

514^42-4441 

+aio 

b M. fflUORTre XWEpnaot fiMwry OF (Into 

Pmtan Sesoine 

SI 59-161 

-i 

6to® 

$119-121 


Httiy Rid (S 

SE3-65 


Naphta 

SI 18-1® 


total 

$131-132 

+H5 

Dtad 

S124-12S . 

+05 

m MIOUl 6AS Pteefltato 


Baetan (Juq 

020-945 

+01 


NEWS DIGEST 


this reason we believe prices 
are trading near the bottom 
of thefr ranga" 

. Macquarie Bank is looking 
for cuts by Inco of Canada, 
the world's biggest nickel 
producer; by Japanese ferro- 
nickel producers, which 
have 70,000 tonnes of high- 
cost capacity; and by produc- 
ers in Botswana and Zim- 
babwe. where the 25,000 

tnnnre of annual capacity is 

also High-cast. 


PALLADIUM ; ■■ ■ 

Sole Russian seller says 
it is working as normal 


Russia’s sole palladium seller is working "as normal" despite 
reports that foe central bank has permfesfon to sell large Yoj- 
umes through a new channel. Sergei Gomy. d eputy g eneral 
director of Almaz, said yesterday ha had no information on 
whether the central bank had been authorised to aed 200 
tonnes of palladium as collateral for a loan, bypassing Almaz, 
•ff there are any additional decisions, they're secret and I 
don't know about them " he said. 

Russian newspaper Kommersant DaHy yesterday dtad a - 
source in the presidential administration as saying the central- 
bank had been authorised to sen the. extra volumes by a' 
secret presidential decree to support the rouble. 

This prompted the central bank to issue a statement saying 
It had been selling palladium “In accordance with the 
accepted norms and rules of International trade, strictly within 
the quantitative limits established by the Russ ton authorities". 

Russia is the world's largest palladium producer, account- 
ing for 60 per cent of supply. Birt delays to signing export 
quotas and licences kept supplies off the market for several 
months this year, seating prices above $400 an ounce. 
Rumours that a steady How of Russian exports was likely to . 
start have led to considerable market volatility in recent 
weeks. Reuters, Moscow 


GOLD 


Resolute in alliance with BHP 


Resolute, the Australian gold miner and explorer, has entered 
a strategic alliance with BHP, foe Australian resource con- 
glomerate, to explore and develop BHP's portfolio of gold 
assets In West Africa. 

Robert Pelt, Resolute chairman, said the alliance “will capi- 
talise on foe combined strengths of the two groups", utilising 
BHP's exploration experience In foe region and Resolute's 
development expertise in West Africa. 

Resolute, which ts also listed on the London Stock 
Exchange, already controls foe Obotan gold mine In Ghana, ft 
Is also developing foe Golden Pride project in Tanzania, East 
Africa. BHP has 16 West African projects, which are to be foe 
subject of separate joint ventures with Resolute, located " 
throughout Burkino Faso, Ghana, Ivory Coast, Togo and 
Benin. There are two advanced projects In BHP’s portfolio 
that are both In Burkino Faso and each has a resource base 
of more than 1m ounces of gold. 

Resolute's objective, once foe granting of mining licences 
has been finalised, is to fast-track the Burkino Faso develop- 
ments with foe aim of establishing operations each producing 
in excess of 200,000 ounoes a year at cash costs of less than 
$200 an ounca 

Under the terms of the alliance, Resolute win be manager 
and operator of the joint ventures. Resolute’s equity In most 
of the projects will be 60 per cent of BHP’s. 

If the Burkino Faso projects are successful, Resolute has 
committed to solely fund up to $23m of joint expenditure, 
with an additional $7m payable up-front If BHP seeks to 
joint-venture any new projects in the future, Resolute has 
been granted a preferred position In any negotiations . 

RusseH Baker, Sydney 
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■ HATPRAL BASK POTO Bwts; pace pgBato 

Jul 9350 +0070 9350 9550 25 1 255 

At{ 928 0+6030 8JW B 250 50 875 

Total 1590 16380 

■ BATURAL GAS HVUEX H600G t&nBkL. S'nffiaU 


PULP AND PAPEB 

■ IWEXOMUt (OSS. 24**7 >3W> 


OakVTrcnr 0 D 

Sprite 

£ eqUu 

Sfr eqd» 


Utest Days 



Open 

□an 

S £ 0-33 10 


price changa High 

Loir 

VW u 

Opmio 

29 »««W 0 



Jul 

2020-0071 

1425 

15 CU 41.302 35,596 

Mating fa 

293 ® 

176326 

441.732 

A® 

2330 -8086 

2464 

1330 2 X 5 ® 37221 

Aftonoon ta 

291 95 

17 X 1 ® 

442 683 

Sep 

1253 - 00 ® 

24 © 

133 ) 

6546 23 036 

Day's High 

SLS- 2 H 55 



Oct 

1330 - 00 ® 

14 ® 

2370 

45 M 25690 

Gay s Um 

2 B 37 MS 0 



tor 

i £65 -cm 

1655 

1555 

3504 17,998 

Proms done 

2 SU 8 - 94 ® 



Dee 

1745 -urns 

183 

1735 

3216 22.797 

lace Ida Men Grid lending Rates (AUS 8 

Total 




95253271,431 


SMt Bur* Opee 

priee doage f%8 lm M U 

sap SOI® -4® 50325 501® 11 891 
Dec 52000 -150 521.00 520® 30 1® 
Totnf 


TOME DATA 

Open jama ml Item tab ri»» lor contacts 
traded an COE*, IRKX CUT, (ffCE, CUE, CSCE 
and FE cme « are one day ta arm whbm & 
Opantoant Dtosareferri Baled moans. 


FUTURES DATA 

/u mm m soften or cus. 


INDICES 


Inunm 443 0 monos . _4.J3 

2 months 4.36 12 merffe — ._x«l 

3 nndtc .4.29 


SSwflt 

Soot 

SKw Lentojl 

1 mmn 

2 oranttis 

3 iiuiBls ... ^ 
G rid (Mas 
KTugenanf 
NewSOKragn 


pftnrf to. US els eori* 
53350-313® 

Kate* 

X® 6 ixnttB 200 

275 12 B«10S T.75 

Sprite £equ*. 

233-297 175-177 

68-72 40-0 


■ UNLEADED GAS0URE 

tmie (42.000 us gas.; bus garni 



Latest 

Oafs 



Open 


price ctaoge Vhffi 

Im 

VW M 

Jul 

4M0 

-027 

4840 

47.10 21107 28X81 

A*8 

46.75 

-028 

44® 

4785 11.451 30218 

Sep 

4S15 

-820 

4035 

4630 

4.J7S 21.895 

Oct 

4455 

-023 

48.55 

47 75 

648 7X21 

Not 

48.15 

-ft® 

48)5 

4ft® 

58 3J16 

DM 

48 40 

-063 

4X80 

4420 

584 5XB8 

Total 





38225100201 


Nuts and seeds Priea* from Kandeo 

London S per mft. Iranian pfatoefaioa 287 
30 raw fm shetQ naturaly opened found): 
crop 1997 at 53,300 FCA or CFR ftwn ban, 
Down due 10 devaluation of toman cur- 
rency. Turidgri) hazefentB 13715 and 1171X 
for new crop hdcalion $4200 Cf=R Indian 
cashowa crop 1898 OFR from top Ship- 
pers, W320 at S5.600. W240 Ml S6J300. 
Market up again. US almonds new crop 
esfemaM at 550m pounds standard 5 per 
gent crap 1997 at U.160 FAS, crop 1998 
at $000. Few purchases. Argentina paa- 
Htts 40/50 at 5780 CfP Europe for no* 
crop goods 147 due to rato. 


■ BrntesBaM 1879731 = 100 ) 

Jm 24 Jqd 23 mMt&age 

15842 15925 16202 

■ C 88 Brian (Bass 1987 = 100 ) 

Jon 23 Ja& tttrtb age 

216*7 214.44 

■ SSOapeUteis 1970 - 1001 

Jar 23 Jar 2Z busBi ago 

156® 135JB 157® 

LME 8MBUS STOCRC (towep 


MnUmMto 

Copow 

Leal 



B 

M£» 

i - 

B 

SuSffl 

-750 

b' 

250.400 

-1® 

B 

10X850 

-48 

IP 

58.770 

-X92S 

to 

480SS 


B 

4 

. 

1 - 



Gold (per toy az£ 

»* ft* - tto aft 

RMfcatn (per Coy ol) 
PtteAn (par toy <BJ 
copper 

Usd (US pmU 
Th Otoria Unqu) 
TttQim* ftr*j 

Case 0K Vtogfet) 

Sftaep m MfeflW) 

Pps (he ww 
Lcn dn sngw (cm 
L on. day sugar (wto) 

Bator P"9 tea® 

Mate US Nt3 VMM) 
Wheat (US Datfe North) 
Mter MV 
ftttarptagJV 
ftuWKr (KL RSS Hal) 
ConqM 0> (M)§ 
tan outer# 

Coin (THIS 

Soyabean (US) 

Cote DoOoofc'A' to*3 
WtXflOPB (B4S SuJW) 

epatoEMtetantoiri 
M ■ tepra Mri* t 
U ratfAM 
UMHMdpipaM. 


si®.® 
3256 00 
Unj 

£109® 

IW 

4600p 

45XUp 

27720m 

EdXOy 

stum 

S40O0V 

ITtOy 

89 ® 

331 p 

■ PSBMtocto 
1 1 tag VUUMI 


ACROSS 

1 Resistance, say, insuffi- 
ciently crushed? (II) 

7, 28 Nipple pierced by flower 
but ff dispenses liquid (6) 

8 Engine noise badly hurt 
Frenc hman ( 5 ) 

10 Swede, perhaps, needs vic- 
tory to become fit (8) 

11 State capital of Wyo ming is 
to get Tories elected < 9 j 

12 Requires river to be 
reversed between poles ( 5 ) 

13 Ginger bW died embracing 
journalist (7) 

15 But I am famous for the 

size of my feet (4) 

18 Music from “Octopussy" ( 4 ) 

20 Dog to hold forth fruit ( 7 ) 

23 Jelly denoting a Spaniard 
to a racist ( 5 ) 

24 Father perhaps forces son 
out (9) 

26 Twin town in Cornwall wei- 

coming goddess and king 
fflj s 

27 OTT* ab ° Ut “ to 31 ’* 

28 See? 

29 HSyh*! 1 ’ 8 stage 

direction m Teter Pan” - 
second produces state of 
suspense <U) 


4 Swatted up later than 
authorised? (7) 

5 Original bureau not 
starting to hurry (7) 

6 Boy standing on a hill at 
the end of a fuse (9) 

7 Medication permitted to be 


i>+- 

£ A’ 4 








7 Medication permitted 
put on the "bill (6) 

8 Not liking eastern sta 


8 Not liking eastern states to 
come first (6) 

14 Agog, being about to exer- 
cise many (9) 

16 Voice of foal galloping 
around badger's home (8) 

17 Dark streets in French 
“ty? On the contrary (8) 

18 Notices original part ( 7 ) 

20 Formerly in high figures, 
it’s the undergraduate's 
last grant (7) 

21 Furious pace causes bitter- 
ness at work (S) 

22 Odds on serious defeat in 
shoot (6) 

25 Open up church for a spe- 
cial date (51 

Solution 9,716 
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1 toconvement. being excen. 

tionaily drawn out (8) 

2 Pessimists look 
„ gWKn°«? (4,4) 

Action Man s a male with a 
personal problem ( 5 ) 
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FINANCIAL TIMES THURSDAY JUNE 25 1998 


LONDON STOCK EXCHANGE 


FTSE 100 drives on but the 250 is hit again 


MARKET REPORT 


UK Stock Market Editor 

A hard-fought struggle In 
London's stock markBt 
between the optimists and 
pessimists saw the former 
emerge triumphant for the 
second consecutive session. 

But the optimists got their 
way In the leaders only after 
a bitter tussle that saw the 
FTSE 100, London's bench- 
mark index, move errati- 
cally. An early upward move 
was quickly swamped by 
sellers before a late rally. 

Footsie ended the session 


32.9 ahead at 5J04.9, far a 
twtMiay rise or 915 or 1.6 per 
cent That confident closing 
performance was in stark 
contrast to an unconvincing 
start to the day when the 
index struggled to make any 
progress at all. 

Not everyone was con- 
vinced of the underlying 
strength of the stock market 
Dealers pointed to the “dan- 
gerously erratic" nature of 
market moves, as one put it 
and noted the late downturn 
in the second-lin e stoc ks, 
represented by the FTSE 250 
index, which posted its llth 
straight decline. 

For much of the day, the 


250 index looked likely to 
halt its sequence of losses, 
only to falter in the last half 
hour and drop into negative 
territory. It finished at the 
day’s lowest point, 5,506.4, 
down 4.0; at Its best, over the 

lunchtime period, it had 
been up &2. 

Marketmakers pointed to 
sterling's latest upward 
move, which took the Bank 

of England's trade- weighted 

index above 107 before it fin- 
ished the session at 106.9, up 
0.2. That had unsettled many 
of the engineering and 
exporting stocks that figure 
prominently in the 250 
index. 


There was ho r espite, 
either, for the FTSE Small- 
Cap index, which remained 
in the red throughout the 
session and eventually fin- 
ished at a session low of 
5L6U 5, down 13.3. 

Behind the early lack- 
lustre performance of the 
leaders was the continuing 
worry about problems affect- 
ing Aslan economies - par- 
ticularly Japan. 

And there remained real 
feazs around the City's deal- 
ing rooms that the recent 
batch of worrylngly strong 
economic data could trigger 
a further increase in UK 
Interest rates, possibly as 


early as July 9, when the 
Bank of England's Monetary 
Policy Committee flnnntiryy^ 
its next decision. 

Those worries offset a 
stunningly good perfor- 
mance by Wall Street on 
Tuesday, where the Dow 
Jones Industrial Average 
posted a 117-point gain on 
the back of big rises in high- 
tech stocks. 

London's revival came in 
the wake of outstanding per- 
formances from a number of 
specific sectors, notably tele- 
coms and oils. The former 
sector, already ablaze after 
the raft of positive news 
from Orange, the cellular 


phones group, was driven 
even higher after news of 
the AT&T move to acquire 
Tele-Communications, the 
US cable group, which trig- 
gered hopes of more consoli- 
dation, in the telecoms arena. 

Cable & Wireless, always 
viewed as a potential take- 
over target, raced higher, as 
did BT, albeit after an early 
dip which reflected disap- 
pointment that AT&T had 
moved against Tele-Commu- 
nications rather than forging 
a link with the UK group. 

Turnover in equities 
reached 301.7m shares at 
6pm, of which 56 per cent 
was in noa-Footaie stocks. 
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HTvanslintfT has no room for market 

1 1 dUilll; charity." 

0 The broker has a 

,, ,1 a. short-term price target on 

llfl ilSl TP the stock of BOOp, which it 

believes would put the stock 
I • , In line with similar Europan 

Hite If I chemical groups. The shares 

AVi'A ended the day down 34 at 

£ 10 . 

onunaiJiPC tJCDODT Bid fever swept through 

telecoms, combining with 


By Peter John, Jod Mbazs and 
Martin Brice 


ICI clattered lower during 
late trading as analysts cut 
forecasts in reaction to a 
second-quarter trading 
update. 

The chemicals giant held 
telephone briefings with ana- 
lysts throughout the day and 
left brokers with the impres- 
sion that it feced the second 
wave of the sterling crunch, 
part two of the Asian crisis 
and what one analyst 
described as a “vicious price 
war" In the US. 

CSFB. the company’s joint 
broker, reduced Its full-year 
forecast by 6 per cent to 
£S00m. 

Credit Lyonnais, which 
had been optimistic about 
the company's prospects, 
came down by £45m to 
£500m. Analyst Jeremy 
Chantry said the situation 
was Quid but warned: “If the 
Aslan situation gets worse 
and sterling strengthens, the 
numbers might have to be 
revised again." 

Sutherlands, which has 
taken an aggressive view in 
the past, slashed its Full-year 
forecast for this year by 25 
per cent to £400u. Analyst 
Martin Evans said: "With no 
growth prospects and a rat- 
ing of 30 times earnings ICI 


general demand for growth 
stocks to make it the best 
performing sector of the day. 

It was provoked by confir- 
mation that US telecoms 
giant AT&T was taking over 
cables group Telecommuni- 
cations (TCI) In a J48bn deal. 

Much of the day’s talk set- 
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tied on Telewest Communi- 
cations, one of the UK’s larg- 
est cable television and com- 
munications groups, which 
called off merger talks with 
rival operator NTL last 
week. The shares rose 29 to 
159p, making it the best per- 
former In the FTSE 250. Colt 
Telecom gained 167'A or 
nearly 8 per cent to EZUBVfc, 
while General Cable appreci- 
ated 34 to 248p. 

Among the leaders, there 
was an early retreat in Brit- 
ish Teleco mmuni cations as 
dealers sold on disappoint- 
ment there was to be uo 
merger with AT&T as had 
been rumoured. 

However, the buying spree 
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in the sector as investors 
sought growth stocks saw 
the shares reverse the Initial 
decline, to end 17 up at 7S8p, 
In trade of 16 m. 

Cable & Wiretess'shrugged 
off recent concerns about 
Hong Kong to improve 32 to 
690p. 

The market’s love affair 
with mobile phones group 
Orange continued yesterday, 
driving the shares to a new 
peak on a combination of the 
bid speculation in the sector 
and the market's apprecia- 
tion of the company’s strat- 
egy outlined to analysts on 
Tuesday. The stock gained 
another 40V, to 645V, p, the 
best performer In the FTSE 
100 . 

Among other mobile- 
related stocks, Vodafone 
Group gained 15 to 775p. 
while Securicor, 40 per cent 
owner of Cellnet, jumped 40 
to 505p. 

There was no disguising 
the market's euphoria at 
Psion's new Joint venture 
with Motorola, Nokia and 
Ericsson. Dealers brushed 
aside news of continued diffi- 
cult trading conditions from 
the company to send the 
shares soaring 142 or GO per 
cent to 423Vkp, the best per- 
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former by for in the FTSE 
AU-SharB. 

Optimism of today’s 
government statement on 
the energy industry gave a 
lift to PowerGen. 

Analysts expect the gov- 
ernment to outline proposals 
to protect the rump of the 
coal industry. As the genera- 
tors are the biggest consum- 
ers of coal there might be 
some quid pro quo. 

Angelos Anastasiou of 
Credit Lyonnais Laing said 
Powergen “may At last be 
allowed to Integrate through 
the acquisition of a regional 
electricity company. East 
Midlan ds currmtiy looks the 
most likely target” 

There is also speculation 
that the path might be 
cleared for a reverse take - 
over of Houston Industries of 
the US. Powergen gained 23 
to 826p. 

Market split 

There was a market split 
over the latest announce- 
ment from Opec, which Bald 
production would be reduced 
by L38m barrels a day. 

That was at the high end 
of market forecasts and the . 
oil majors responded accord- 
ingly. BP, which is the most 
heavily exposed to oil prices, 
jumped 22V, to 890p and 
Shell Transport gainwl 6 to 
422p. There was some assis- 
tance from Goldman Sachs, 
which raised Its rating on 
the European oil sector to 
“overweight” from neutral 
the underlying oil market 
was fiat an the view that the 


targets were unlikely to 
stick. Analyst John Toalster 
at SG Securities said: *lt is 
an impressive Bet of cuts, 
hut it is probable that cheat- 
ing will m«iri too much oil 
will still be produced.” 

BO moved forward 14% to 
344p. There was an order for 
fl-gm shares In late trading 
and Credit Lyonnais had 
been trfHng clients the stock 
was at a 6 per cent discount 
to foir value. 

A positive trading update 
from Logica helped senti- 
ment across leading informa- 
tion technology stocks as it 
talked of margin improve- 
ment and hinted at corpo- 
rate act ivi ty. Analysts were 
said to be preparing to 
upgrade forecasts by about 4 
per cent this year and 614 per 
cent tar next 

Sage achieved one of the 
best performances In the 
FTSE 260, rising 167% to 
£17.12%. 

Among the better FTSE 
250 performers, Logica 
gained 106 to £20.62%, having 
risen from B73p a year ago. 
Sana was up 6 at 755p while 
London Bridge Software 
gained 92% to 0X22^ 

Misys, the only Footsie 
constituent in the IT sub- 
sector, gained 106 to £8EL15. 

Sentiment was helped by 
comments from Dresdner 
Klelnwort Benson. It noted 
recent profits warnings in 
the midcap index, where 
four companies were down- 
graded on Tuesday. 

It told clients: "This is in 
stark contrast to the Logica 
trading statement today. We 
would contend that, in the 
c ur rent economic climate. IT 
stocks offer solid defensive 
earnings and wifi probably 
continue to outperform. “ 

IHI was the worst per- 
former in. the FTSE 250, 
dropping 36% to 35l%p, with 
SBC Warburg adjusting Its 
stance from “buy” to “sell" 
following a briefing by the 
company. Analysts were cut- 
ting their forecasts by 
between £5m and £10m, to 
about £l5Dm-£160m. 
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SHV Mikro N.V. 

Tb henMdan In the following issuae 
7£B% Bonds 199S/20Q6: RLfl 325 min 

Tbs Trustee has been Informed by the Issuer that in the 
general meeting held on June 10, 1888, It has been decided 
to emend the articles of association and, S4 H to change 
the name of the Company from SHV Mateo N.V, Info 

SHV Investments M3L 

Amsterdam Exchanges N.V. has been requested to list the 
bonds as tom July 1, 1998 under the new name. 

The Thstee has been informed by the Issuer that the 
parent company SHV Holdings N.V. has assumed flabfflty 
for the obligations of the issuer by declaration dated 
January SB. 1888, In accordance with Article 2:4030} 
of the Dutch Ctvll Code. 

Aa a result SHV Hokfings N.V has assumed the obligation 
to make available for the public Its consolidated annual 
financial statements as fmm 1997 and has assumed the 
Isauerts DbdOBUre Obligation. 


June 18 , 1098 

AMSTEHDAMSCH TRUSTEE'S KANTOOR B.V 
“Olympic Ptea”, Red. Roesfcaetraat 12S 
1078 EE Amsterdam, The Netherlands 
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Mexico 
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For further iu/ormtilian pier, j>c conUtcl: 

Fflicia Kay in London 
Tel: +44 S73 4199 
Fa*: +44 873 4817 
cmad: IcIict.T.U.iy'y FT. com 

or Michnol Goech in New York 
Tel: +1 212 752 4300 
Fox: *1 212 355 9539 

cmai(: m^eoCfVJtTinanciailimes.coni 
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STOCK 
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Techs s hin e out in currency storm clouds 


EMERGING MARKET FOCUS 


WORLD OVERVIEW 


Another turbulent day on 
the foreign exchanges made 
for further uncertainty in 
world equity markets, writes 
Michael Morgan. 

Currency considerations 
held sway on Asian bourses, 
although most were firm in 
the fhce of another slide in 
the Japanese currency to 
below Y141 to the dollar at 
one point 

In Tokyo, high technology 
stocks were a bright spot. 


pulled higher on the coat- 
tails of the record overnight 
close of the US Nasdaq 100 
index. The weaker yen also 
held out the prospect of 
higher export earnings. 

Wail Street's overnight 
advance, which took the 
Dow to just 4 per cent below 
its all-time closing high of 
May 13. salt leading Euro- 
pean markets higher early in 
the day. But the gains were 
capped when the early indi- 
cations from New York yes- 
terday suggested the US 


markets were unlikely to 
stage a repeat performance. 

Paris and Frankfurt both 
closed near their best levels 
of the day. Of the second- 
liners. Brussels crept back 
into record territory late in 
the day, largely for technical 
reasons as in restore dosed 
accounts at the end of the 
two-week forward market 
trading period. 

On a pan-European basis, 
the oQ majors bad a good 
session as Opec’s oil minis- 
ters gathered in Vienna to 


hammer out an agreement to 
cut output Goldman Sachs 
upgraded the European oil 
sector, reflecting its expecta- 
tion that oil prices would 
recover in the second half of 
the year. 

But by the end of the day, 
the euphoria was looking 
misplaced as crude oil prices 
fell sharply after an Opec 
deal was clinched. 

The agreement appeared 
to cut deeper Into supply 
than many analysts had 
expected. But the oD mar- 


ket's gloomy response indi- 
cated. a hefty dose of scepti- 
cism about whether the car- 
tel would be able to deliver 
on its promises. 

In London, meanwhile. 
James Me® tier and Edmond 
Warner at BT Alex Brown 
were wondering aloud 
whether there was any 
escape from the crisis 
engulfing Asia. Even more 
important, they said, was 
the question of just how 
much damage would it do. 

Dramatic shifts in eco- 


nomic indicators and asset 
values might be witnessed 
while the impact on corpo- 
rate profits was likely to be 
for wider and deeper than 
currently anticipated. 

But this did not need to be 
an apocalyptic vision for 
equities. Falling bond yields 
were always positive for 
equities but with equity val- 
uations stlH so stretched, a 
simple stalling out of earn- 
ings growth could be suffi- 
cient to uncouple equities 
from bonds. 



Jo’burg 
off the sniffles 


Telecoms 
outpace rise 


Bank merger talk aids Paris 


in blue chips 


EUROPE 

A bounce for 
merger 


fliuimir.flr. Hewlett-Packard climbed $% 

”■?. to $60. Semiconductor shares 


Technology shares 
continued to outpace blue 
chips on Wall Street, with 
AT&T's takeover of Tele- 
communications having a 
mixed impact on the broader 
market, unites John Labate 
in New York. 

By early afternoon, the 
Dow Jones Industrial Aver- 
age was ahead in spite of a 
sharp 7 per cent fall at 
AT&T. The benchmark was 
up 18.18 at 8.846.64, while the 
broader Standard & Poor's 
500 climbed 4.13 to 1,123.62. 

For a second day r unning , 
technology shares were in 
the driving seat, sending the 
Nasdaq composite up 21.47, a 
gain of more than l per cent, 
to 1,866.04. Smaller cap 
shares were also higher. The 
Russell 2000 rose 2.49 to 
449.91. 

B-class shares of TCI 
surged more than 20 per cent 
to $45£. AT&T ten $4% to 
$60%- The deal between the 
two sent two internet-related 
stocks sharply higher. At 
Home rose $8$ or more than 
22 per cent to $48&, while 
shares of Com21 gained $3ft, 
a rise of nearly 19 per cent, 
to $20. 

“The rally in tech stocks 
shows that valuations aren't 
really that high when you 
have a deal like this,” said 
Dan Mathisson, head stock 
trader at D.E.Shaw Securi- 
ties. 

Some telecoms stocks 
moved lower, especially local 
carriers. Ameritech lost ©A 
to 842*1, while Bell Atlantic 
Tell $5* to S93tb. 

Computer-related shares 
continued to improve. Micro- 
soft rose $3£ to $I03{2 while 


also gained ground, with 
leader Intel up $h% to $76&, 
while Motorola rose $1$ to 
$53*5- 

Financials were mostly 
higher as Treasury bond 
prices Improved slightly. 
Early in the day new figures 
on durable goods suggested 
to analysts that the US econ- 
omy was feeling the impact 
of the Asian slowdown. By 
midday the benchmark long 
bond had gained £ to lOSjg, 
sending the yield lowo: to 
5.638 per cent 

TORONTO pushed higher, 
spurred by a bounce for com- 
munications shares In the 
wake of the latest US mega- 
merger in the industry- That 
pushed the 300 composite 
index up 17.77 at 7,193 at 
noon. 

The communications and 
media sector shot ahead 33 
per cent on the news that 
AT&T and TCI were linking. 

Among the morning’s fas- 
ter movers, Rogers Commu- 
nications jumped C$2.40 to 
C$12.95. in pure telecoms. 
Northern Telecom added 
CfLTO to C$8080 and BCE 
C$1.00 to C$62.15. 

Elsewhere, the broad mar- 
ket was uniformly dull The 
heavyweight bank and golds 
moved lower and there was 
no shortage of weak features 
among industrials. 

Barrick Gold lost 25 cents 
to C$26.70. Royal Bank of 
Canada came off 80 cents at 
C$84.40 and Canadian Impe- 
rial shed 30 cents to C$45.40. 

Alcan Aluminium set the 
tone among industrials, dip- 
ping 40 cents to C$39.55. Sea- 
gram came off 20 cents to 
C$59.75. 


Sao Paulo tracks US 


SAO PAULO eased lower, 
tracking early weakness on 
Wall Street and paying scant 
attention to talk of an inter- 
est rate cut later in the day 
as central bank officials 
gathered. 

Trading in blue chips was 
mixed and by midsession the 
Bovespa index was off 78 at 
9,859 in thin volume, 

Telebras, which stormed 
ahead by 3.2 per cent on 
Tuesday, slipped Oil per cent 
to RS126. Pelrobrls found 
buyers on bopes for 


Improved global oil prices, 
ad ding 0 .5 per c ent to RS2I8. 

MEXICO CITY lost ground 
as investors awaited the lat- 
est inflation data plus formal 
ratification Grom Vienna of 
Opec production cuts. "This 
afternoon’s first half infla- 
tion numbers are always a 
key moment”, said one bro- 
ker. At midsession, the IPC 
index was 25.95 lower at 
4*161.91. 

CARACAS warmed to the 
news of oil cuts, lilting the 
D3C index 100.84 to 5,237.28. 


banks on 
talk plus another 
strong day for oils pushed 
PARIS to the top of the 
European performance 
charts, lifting the CAC 40 
Index 58.85 or 1.5 per cent to 
4.123.89. 

Socigtd G£n£rale jumped 
FFr44 or 3.8 per cent to 
FFr1200 as a renewed wave 
of merger rumours washed 
through the market The hot 
story appeared to link Soc- 
Gen, BNP and Paribas in a 
three-way deal. BNP added 
FFr2.50 at FFr479.50 and 
Paribas FFr20 at FFr643 with 
all three shar es well dealt 

Oils continued to rally as 
Opec energy ministers 
agreed to production cuts 
and the European sector 
came in for an upgrade for 
Grom Goldman Sachs. The 
broker moved to “over- 
weight”. Elf Aquitaine rose 
FFr21 to FFr825, and Total 
FFr26 to FFr782. 

RhOne-Poulenc gained 
FFT1L30 to FFI335 JO an the 
news of strong investor 
demand for the flotation of 
group's Rhodia chemicals 
offshoot The 30 per cent 
stake on offer was sub- 
scribed more than 10 times. 
Trading in the shares begins 
today. 

Steel leader Usinor lost 
FFr2.10 to FFr95.90. Canal 
Plus continued to wilt fol- 
lowing Tuesday's downgrade 
by Goldman Sachs. The pay 
TV group lost FFr88 to 
FFr1,107 for a two-day 
decline of 6 pe r cent. 

FRANKFURT was led 
higher by Daimler-Benz. The 
shares, free of separate trad- 
ing in the rights issue stock 
that ended on Tuesday, 
pushed up DM5.45 to 
DM171.55 and took the bread 
market with them. The 
Xetra Dax ended electronic 
trading up 36.06 at 5,78140. 

Hoechst was among the 
day's better performers and 
so was Commerzbank, sup- 
ported by talk that the bank 
was set to take a stake in 
Fostbank ahead of the 
planned 1999 flotation. 
Hoechst rose DM1.50 to 
DM87.7U and Commerzbank 
put on DML47 to DM69.31. 

Siemens had a volatile ses- 
sion, hardening to DMU4JK) 
on news that it was to 
restructure joint venture 
deals with GEC of the UK. 
but eventually Biding to 
DM10 925, d own DM250. 

AMSTERDAM lost ground 
with the reversal of Tues- 
day’s gains for a number of 
Internationals helping to 
posh the AEX index down 
5.38 to 2.155.1& 
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Fhflips, which has an 8 per 
cent index weighting, did 
most of the damage, slipping 
FI 6.20 or 3.5 per cent to 
FI 1 71 80 after word filtered 
back from a US analysts' 
meeting that Asian trade 
had been tough in recent 
months. 

Among other heavy- 
weights, Unilever dipped 
FI2JJ0 to FU62B0 and ELM 
ended FI 1.60 lower at 
FI 74L50. Royal Dutch contin- 
ued to gfljo g m nnri, arirttng 
FI 2 to FI 112.10 on hopes for 
Opec cheer for hard-pressed 
oil prices. Akzo Nobel rose 
FI 7.70 to FI 429. 

ZURICH was firm, led up 
for a second straight day by 
gains in pharmaceuticals, 
but the advance was capped 
as investors offloaded cycli- 
cal on Asian worries. The 
SMI index ended 43.1 higher 
at 7.667.9. 

Roche certificates contin- 
ued to recover, recouping 
SFr300 to KftlAno, while its 
rival Novartis jumped SFrl9 
to SFT2.469. 

Cl art ant edged SFrlO 
higher to SFr997 but Ciba 
remained weak, down 
SFT3.50 to SFTL90.50 in fur- 
ther response to its takeover 
of Allied Colloids. 

Among the cyclicals, 
Georg Fischer lost SFrl7 to 
SFr580, Sulzer fell SFr26 to 
SFrl,l80 and Rieter was 
SFrl3 lower at SFrl.054. 

Schindler, the elevator and 
escalator maker, put on 
SFr80 to SBY2.420 as it called 
a news conference for after 
the market closed to 
announce changes in the 
company naanagRanent 

Holderhank dropped SFrSO 
to SFr 1,915 as the market 
digested news that the group 
was buying 70 per cent of 
Malaysian cement maker 
Tenggara for $2&n. 

SMH fell SFr25 to SFrl.lSO. 
The group, which decided to 
change Its name to The 
Swatch Group, said it expec- 
ted higher, sales in 1998 in 
spite of the crisis in Asia. 
TAG Heuer, however, lost 


SFr 19 .50 to SFr 135.50 after 

warning that the Asia crisis 
was hurting sales. 

MADRID edged higher 
after tears that the Asian 
turmoil could affect Latin 
America and offset positive 
telecoms-related news. The 
general index gained L52 to 
864.00 led by banka. 

Argentaria led the day’s 
gainers, adding Pta410 to 
Ptal2.960 after the bank 
announced that its share 
split, scheduled for the mid 
of the month, had' been 
approved. - 

Amper added Pta70 to 
Pta.4,415. The shares have 
been beneficiaries of specula- 
tion that Telefonica would 
increase its stake in the tele- 
com equipment group. Yes- 
terday Amper announced 
that it had signed an agree- 
ment with CabiteL Telefon- 
ica’s phone booth unit, to 
invest overseas. 


Metals groups were stron- 
gs- on hopes that the. yen 
had stabilised, which in turn 
would support commodity 
prices. Asturians dc Zinc 
rose Ptal5 to Pta2,000 and 
Acerinox added Ptal40 to 
Pta20^00. 

MILAN weakened in thin 
volume, with, the Mibtel 
index down 187 to 22,430. BGt 
gained L199 to L10.502 on 
press reports that it could be 
the target of a leading 
F rench bank. 

HELSINKI gained 7L94 to 
4,834.12 in brisk trade as 
Nokia, the benchmark 
heavyweight, was bought on 
reports of its $L50m China 
order and its £100m wireless 
joint venture with Ericsson 
of Sweden and Psion, the UK 
electronics group. 

Nokia will be investing 
$50m into the venture, which 
will be called Symbian and 
develop wireless information 
devices. Nokia gained FMH 
or 3 per cent to FM374. 

Motorola has also signed a 

memorandum that, will allow 

It to Jain the consortium at a 
later date. 

STOCKHOLM closed mar- 
ginally higher, although 
Ericsson was unaffected by 
the Nbkfe/Psion joint ven- 
ture news. The general index 
rose 17.42 or Ob per cent to 
3,57638, while Ericsson fell 
SKiO.50 to SKr21Sfi. 


Written and edited by 
Michael Morgan, Jeffrey 
Brown, F.nrfim Terazono and 
Panl Gregan 


For the past month, the 
once-g] amorous “emerging 
market" label attached to 
the Johannesburg stock mar- 
ket has been roundly cursed 
by investors, pummelled by 
bad news from Asia and Rus- 
sia, the overall index fell 
steeply from its April 21 
peak of 8*173.6 to 6,684 l 2 on 
Monday before rallying yes- 
terday. 

The Erst quarter of this 
year bad seen beady gains, 
with average prices r ising 
more than a third and turn- 
over bitting record highs. 

Foreign investors still 
regarded south-east Asia as 
a risky prospect and rapidly 
ggpflnripri their South Africa 
portfolios; they had long 
hm»n underweight there. The 
buying was also fuelled by 
the expectation of falling 
local interest rates. 

Turnover in the first three 
months of 1998 reached a 
quarterly higjh of RST.Shn, 
and a monthly record of 
RSlbn in April, according to 
the latest quarterly bulletin 
of the South African Reserve 
Bank, the central bank, 
released yesterday. 

Then South Africa caught 
the emerging market flu. 
Speculators attacked the 
rand, aware that the Reserve 
Bank was running out of dol- 
lars to defend the currency, 
and pushed it down to a low 
of R5.53 to the dollar. Short 
of reserves, the bank 
resorted to sharp rises in 
interest rates, raising the 
repo rate at which it lends to 
the commercial banks to 
nearly 24 per cent. 

It did not help that gold 
was lan guishing below $300 
an ounce, that most other 
commodities were just as 
sluggish or that economists 
and stock market analysts 
were hurriedly reducing 
their forecasts for economic 
growth mid company profits 
as interest rates rose. 

Merrill Lynch recently 
halved its prediction for real 
gross domestic product 
growth in 1999 to 1.5 per 
cent, barely higher than the 
13 per cent forecast foe this 
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year. It has also cut its fore, 
cast for industrial company 
profits growth over the next 
year to 12 per cent from is 
per cent six months ago. . .. 

The market’s average p/e 
ratio dropped from more 
than 18 in April to less than 
15 this week. David Shapiro 
of SodttG G&iferale Franks! 
Poliak In Johannesburg says 
the rand crisis and the surge 
in interest rates had a -dra- 
matic effect on a market that 
remained very small by 
world standards and vuJncMj 
aide to speculators. 

But in the last two days 
the South African currency 
and stock markets have 
steadied, partly because tbe 
country’s conservative 
macroeconomic policies still 
command international - 
respect. Yesterday the repo 
rate fell to 18.71 per emit and 
the rand firmed to R5.43 to 
the dollar. The benchmark 
overall index jumped 215 per 
cent to 6JJ52. 

“I would say we’ll look 
back and say this was the 
bottom," says Mr Shapiro. 
Other analysts broadly 
agree, even if they see tbe 
chance of further alight 
declines in the short tom. •• 

“South Africa’s tandamen-7 
tals are generally sounder : 
than some of the other 
emerging markets,” says 
John Morris, head of invest- 
ment strategy at Merrill 
Lynch Smith Borkum Hare. 
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Vlctor Mallet 


Tokyo exporters lifted by yen 


ASM PACIFIC 


Hopes that a weaker .yen 
would come to the aid of 
exporters helped TOKYO 
edge up yesterday, as tbe 
dollar broke back through 
Y140. writes Alexandra 
Harney. 

Volumes were modest as 
traders continued to wait for 
details from the ruling Lib- 
eral Democratic party of a 
plan, announced this month, 
to tackle the banking sec- 
tor's troubles. 

The benchmark Nikkei 225 
average gained 6SL59 or 0.5 
per cent to finish at 
15.Z23.1S. Trading continued 
to be heaviest in the banking 
sector, with total volume flat 
. at 370m shares. 

The ToiJix average of first- 
sector stocks rose 5.51 points 
to 1 .180.93. and in Osaka the 
OSE average closed up 64 at 
15,953*9. 

Decliners outpaced advan- 
cers 575 to 530, with 154 
issues unchanged. 

Long-Term Credit Bank, 
alleged to be facing a liquid- 
ity crisis, was stable, losing 
only Yl to Y70. LTCB 
plunged as low as Y82 earlier 
in the week. Other banks 
were mixed, with Sakura fin- 
ishing 0.9 per cent up at 
Y339 and Daiwa gaining 2-7 
per cent to Y194. The real 
estate sector lost 3.6 per 
cent, which analysts said 
was based on pessimism 
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about the government's plan 
to help the banks. 

Exporters of high-tech 
goods were boosted by 
expectations of currency 
gains from the yen's weaken- 
ing. Casio rose 3.45 per cent 
to Yi.259, and Pioneer 
improved 2.51 per cent to 
Y1655. Sony also closed up 
2.99 per cent at Y1L380. 

KARACHI crashed 5 j 5 per 
cent on concerns about a 
row between the government 
and blue chip Hub Power 
over electricity tariffs and 
reports of violence from the 
city. The KSE 100 index lost 

56JZ4 to 911.42. 

The government told the 
Supreme Court it would con- 
test its case against Hub 
Power rather than settle 
through negotiations. The 
government alleges that tar- 


iffs charged by the company 
were set high in connivance 
with former government offi- 
cials. 

Hub Power fell R£L90 to 
Rsl4J55 and Pakistan State 
Oil declined Rs6.75 to 
RS79.50. 

Meanwhile, police in Kara- 
chi said three people, includ- 
ing a policewoman, were 
killed in separate attacks, 
while shops In several areas 
were forced to dose by sup- 
porters or an ethnic faction. 

HONG KONG was firmer 
after investors covered their 
positions late in tbe session. 
The Hang Seng index added 
77.10 at 8^98.77, up from a 
low of 8,109.69 when the yen 
dropped to below Y141 to the 
dollar, in quiet trade of 
HK$4^bn. 

Analysts noted that the 
government's stimulus pack- 
age had signally failed to 
boost enthusiasm and senti- 
ment had been further 
damped by Standard & 
Poor’s decision on Monday 
to place the ratings of Hong 
Kong on credit watch. 

Most property stocks came 
under renewed pressure, 
wiping out Tuesday's gains. 

BANGKOK was depressed 
by worries over a formers' 
rally In the Thai capital and 
a sell-off in the banking sec- 
tor. The SET composite 
index fell 6.32, or 2.3 per 
cent, to 267.74. 

The rally by farmers, 


demanding debt relief, 
unnerved investors, as did 
the debate over the 1998-99 
budget ML 

Banks lost ground on com- 
ments by Standard & Foot's 
that it may cut the ratings of 
Thai Fanners Bank, which 
lost Bt2.75 to Rt3225. 

MANILA gained ground 
on bargain-hunting of blue 
chips following the over- 
night rise of Philippine Long 

Distance Telephone’s ADR 
in New York, and the bench- 
mark gained 17.0Q to 1.71&88. 

PLDT gained 5 pesos to 925 
pesos and Manila Electric B 
shares gained 4 pesos to 108 
pesos. 

JAKARTA rallied on arbi- 
trage-related buying of a 
small number of stocks and 
the composite rose 7A8 to 
43046. 

The foil in the rupiah 
prompted buying of Telkom, 
which is listed in New York. 
The shares gained BplSO to 
Rp4,Q5Q on arbitrage buying. 

Speculative buying sup- 
ported Gudang Garam, 
which rallied RpffiO or 8 per 
cent to Rp8,6S0. 

BOMBAY was propelled 
higher by bargain-hunting as 
strong demand for software 
stocks spilled over to other 
sectors. The BSE-30 index, 
which had dropped 24 per 
cent since India’s nuclear 
tests on May 1L rebounded 
106,3 or 3.5 per cent to 
3443.64. 
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AVAILABILITY OF DOCUMENTS 
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THIS NOTICE I S IMPORTANT. IF NOTEBOLDEBS ABE 1W ANY DOUBT AS TO THE ACTION THEY SHtMIU T a«fi> *n*W QfHHJl_nrf>M«aiiT 
THEIR STOCKBROKER. LAWYER. ACCOUNTANT OB OTHER PROFESSIONAL ADVKEH WITOWT^ DIXAr CONSULT 


la (be mew ef any qnerir*. pbawi cenfed rftfer Rabin Tborogood 0171 325 MOT, Karen Wffllamaori 0171 325 5S8S. 

Danld Wynne 0171 32S 8776 er David Mama 0171 325 8851 n **> *»**• 


ISSUER 

BbwDBi-Ln Aala 
CapitaJ Lfaadtod 

Colosslal Finanoe 
Limited 
Ln2 PLC 


DESCRIPTION OF 
NOTES 


DATE OF 
TRL^ST DEED 


USSSS8,7R0JM0 SL87S percent 
Cwntored DbcooM Ctmertibb Bondi due 9000 


16 Deonober 1993 


TIME OF 
MEETING 

9j00nn 


REGISTRAR AND 
TRANSFER ACENT 


GlolwUriw R.V. 


USS150JDOO^)00 Snbanfioaieii Caarafeced 
Floating Rale New dne 2003 
£315^00,000 CUm A2 
Floatbog Role Nun doe 2023 
DM 1.0004)00,000 Bode* A Aaaet Backed 
Flradiv Bade NitM doc 3BM 


14 Fdnuj 1996 


SJOpn 


Morgan Craraaty Tnan Canpun 
iW Yorfc 


1 Marti 1994 


UOpw 


8 October 1997 


XSOpm 


MofpB GoanmtT Trari Cosapanv 
of New Yack Branb Office 
Morgan Conraniy Tnari Compnwy 
New York Load an Office 
Mmuu CainBfy Tmd i 
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NOTICE OF A MEETING OF THE HOLDERS OF EA CH ISSUE OF NflTF.S/RfiMnc 
NOTEHOLDERS) LISTED BELOW ^ /BUNDS 


NOTICE B HERESY OVEN tbo 


; of toe balden of reeb few (toe /Wj 


^ «fe» a nml on bn briudf 



MORGAN 


Dead S5 jaw I4W 


THIS NOTICE B IMPORTANT. CF NOTEHOUJOB ARE W ANY DOUBT AS TO THE ACTION THEY KlUHn n -..a. 

STOCKBROKER, LAWYER. ACCOUNTANT OR OTHER SHOULD CfWKI 1 T -rennw 

In toe erwrf aJ any qnetiea, plmac roauad rWser Robin Tberraaod 0171 flfis 5401 ^ 

DwJd Wynne 0171 SOS 8T76wK*a MnrJm7lS5 #*71 325 5880. 


ISSUER 

(Kirill Limited 


DESCRIPTION OF .VOTES 


CeBpu7 


US$C9,TOOjOOO 3J37S per eeni 
Se u gie d Ne*e* doe 1999 with m n w r e J 
wnnantt to acqnln dim ef emmea ttoek 
ef rabon Dwnpe Cogy^Lid 


DATE OF 
TRUST DEED 
19 October 1995 


TIME OF 
MEETTNC 
UWtpw 
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